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REAL ESTATE ANALYSTS
October 3, 2011

Mr. John Libeg, MAI

Office of Real Property Asset Management
U.S. General Services Administration

1800 F Street, NW Room 7300
Washington, DC 20405

Re: Appraisal and Self Contained Report
GSA Control Number DC0029Z2
Old Post Office and Annex
1100 Pennsylvania Avenue, NW
Washington, DC 20004

Mr. Libeg:

This self contained report describes our appraisal of the referenced property, including all
related data, analyses, and conclusions. The report also describes all assumptions, limiting
conditions, and special valuation issues which influence the value conclusion.

The appraisal includes the market value estimate of the fee simple interest in the Old Post
Office Building and annex (DC0029ZZ). This is a 9-story historic Class B office building with
an interior retail court, plus a three-level retail annex that has been vacant since 1995. The
office space is occupied by federal agencies. The building includes seven surface parking
spaces.

You have requested an estimate of market value under five scenarios: The market value of the
land underlying the Annex, if vacant; 2) The market value of the land underlying the Old Post
Office, if vacant; 3) The fee simple market value of the Old Post Office, as improved, assuming
continued occupancy by the federal government; 4) The fee simple market value of the Annex,
as improved, assuming continued occupancy by the federal government; and 5) Fee simple
market value for the property “as-is” as of the effective date of value based on the property’s
highest and best use and to a typical market investor. This scenario makes no assumption of
continued occupancy by the Federal Government.

5501 Twin Knolls Road, Suite 112 Writer’s Direct Dial: (410) 992-9632
Columbia, Maryland 21045 Fax: (410) 992-9077
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Our market value conclusions are as follows:

Scenario 1

Annex Land Value $28,000,000
Scenario 2

Old PO Land Value $115,000,000
Scenario 3

Annex at Govt. Occ. $8,500,000
Scenario 4

Old PO at Govt Occ. $56,000,000
Scenario 5

Entire Property at HBU $82,900,000

It should be noted that these value estimates are based upon certain hypothetical conditions
and extraordinary assumptions.

Hypothetical Conditions

o

Based on directions provided by the client, this appraisal has been performed under the
assumption that the property is under private ownership, as opposed to its current actual
ownership by the United States of America.

Extraordinary Assumptions

The appraisal is based on the following extraordinary assumptions. These have been developed in
consultation with the client, and reflect necessary assumptions for different value scenarios:

o

The subject and land to the south and is not zoned due to federal government ownership. We
have assumed the property, under private ownership, would be subject to the prevailing zoning
on adjacent properties to the north, DD/C-5.

We have assumed the land, if vacant, could be developed to a density similar to that achieved
on nearby, similarly zoned parcels, considering the physical constraints on the subject land. This
applies only to the hypothetical “as-if vacant” land values requested in Value Scenarios 1 & 2.

In allocating land to each component, we have applied the actual land area in Square 383, Lot
800 to the Old Post Office. This is a legally existing tax parcel. The remaining land underlying
the Annex improvements, and forming the plaza around the Annex, (shown as Parcels 1, 2 and 3
on the site plan) is allocated to the Annex for purposes of calculating FAR. We assume a
separate tax parcel could be created for the Annex and adjacent land, as it is now legally part of
the lots that make up the larger parcel underlying the IRS Building.

We have assumed that any redevelopment of the Annex building could be placed within the
existing building footprint.

We have based our analysis of “as-is” value, subject to continued federal government occupancy
(Scenarios 3 & 4), on estimates of NRA provided by the client and crosschecked by our field
measurements and review of plans that were available. Only an architect or engineer can
provide precise estimates of GBA and NRA, and these were not available.
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o The value under continued federal occupancy of the Old Post Office (Scenario 3) assume
continued use of the steam and chilled water supplied by the adjacent IRS building, and no new
HVAC plant would be required.

o We have assumed that all costs related to operation, security, and maintenance of the Clock
Tower will be paid directly by the Interior Department and there will be no expenses or income
that goes to the landlord under any value scenario.

o We have assumed the cost of urgent repairs to the Old Post Office are correct as listed in the
Asset Business Plan.

o For our examination of the property’s Highest and Best Use as-is, assuming that it would be
made available to a private developer for redevelopment (Scenario 5), we have made the
extraordinary assumption that new construction cost estimates, derived from the Marshall
Valuation Service cost manual, are reasonably reflective of renovation costs for the
development alternatives being analyzed.

Please refer to the attached self-contained appraisal report for all of the data and analyses
used in developing these conclusions of value.

Respectfully submitted,

Metzbower, Watts & Hulting, LC

Richard B. Watts, MAI

Principal

Washington, DC Certified General Appraiser # GA-10189
(Expiration Date 2/28/2012)

Steven A. Metzbower, MAI

Principal

Washington, DC Certified General Appraiser # GA-10188
(Expiration Date 2/28/2012)
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SUMMARY OF SALIENT FACTS AND CONDITIONS

Type of Property:

The Old Post Office Building (DC0029Z27) is a 9-story Class B office building that is on the
National Register of Historic Places. It was built in 1892 and 1899. Primary tenants are the
National Endowment for the Arts and National Endowment for the Humanities. Attached at the
rear is a three-level, 100,735 GSF annex that was built as a retail mall in 1992, and closed in
1995. The property sits on a combined 2.704 acre site that is not zoned due to its federal

ownership.
Address: 1100 Pennsylvania Ave, NW
Washington, DC 20004

Property Rights Appraised: Fee Simple Estate
Purpose of the Appraisal: The purpose of the appraisal is to estimate the market
value of the subject property as of the effective date of this report under the following
conditions:

1) Land value for the land underlying the Annex;

2) Land value for the land underlying the Old Post Office;

3) Fee simple value of the Old Post Office based on its highest and best use as of

the effective date of value, assuming continued occupancy by the Federal
Government at market level occupancy and rent;

4) Fee simple value of the Annex based on its highest and best use as of the
effective date of value, assuming continued occupancy by the Federal
Government at market level occupancy and rent;

5) Fee simple market value for the property “as-is” as of the effective date of value
based on the property’s highest and best use and to a typical market investor.
This scenario makes no assumption of continued occupancy by the Federal
Government.

Scope of the Appraisal:
The scope of the appraisal includes:

1.

2.

An inspection of the subject site and buildings and review of floor plans that were
available;

Research and collection of data on comparable building sales and rentals in the
subject's trade area, as well as comparable land sales;

Verification of all information with buyers, sellers, brokers, public records, and/or with
other knowledgeable sources;

Analysis of changes in market conditions, locational factors, physical attributes, and
other pertinent factors;

Development of a detailed highest and best use study for the property, “as-is”;
Application of the Sales Comparison and Income Approaches to value. Due to the age
of the Old Post Office and physical, functional and economic obsolescence affecting
both buildings, the Cost Approach is not applicable. The results of our analyses have
been reported in a self-contained report format.
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Date of Inspection:
Date of Valuation:
Date of Report:

Improvements:

Occupancy:

Site:

Zoning:

Current Use:

Highest and Best Use:

Most Likely Buyer:
Exposure Time:

Marketing Time:

September 2, 2011
September 2, 2011
October 3, 2011

9-story Class B office building that is on the National
Register of Historic Places. It was built in 1892 and 1899.
Primary tenants are the National Endowment for the Arts
and National Endowment for the Humanities. Gross
building area is estimated to be 414,691 square feet.
Attached at the rear is a three-level, 100,735 square foot
annex that was built as a retail mall in 1992, and closed in
1995. The Old Post Office is on a 61,436 square foot,
independent tax parcel. The Annex is situated on part of
a larger tax parcel that is primarily occupied by the IRS
building. Allocated land area, including portions of closed
11" Street, is 56,363 square feet.

The office is fully occupied by federal agencies, including
the NEA and NEH. The retail space in the Old Post Office
is managed by a third party and is currently 73% vacant.

61,436 square feet (Old Post Office)
56,363 square feet (Annex)

Unzoned, DDC-5 is most likely based on neighboring
zoning

Multi-tenant office building with ground level retail
Redevelopment

A national investor

12 months

12 months
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CRITICAL ASSUMPTIONS AND VALUE INDICATIONS — SCENARIOS 1 THROUGH 4

Land Value
Unadjusted Range of Land Sales Per FAR: $200.00 to $267.22

Adjusted Range of Sales Per FAR:
Indicated Value Per FAR:

Land Value Conclusion:

Income Approach

Old Post Office
Estimate of Market Rent Per SF:

Estimate of Expenses, Per SF:
Stabilized Occupancy Rate:
Vacancy/Collection Loss:
Stabilized NOI:

Overall Capitalization Rate:

Value Indication:

Cost to Complete Repairs and TI:
Value As-ls:

Annex

Estimate of Market Rent Per SF:
Estimate of Expenses, Per SF:
Stabilized Occupancy Rate:
Vacancy/Collection Loss:
Stabilized NOI:

Overall Capitalization Rate:

Value Indication:

Cost to Complete Repairs and TI:
Value As-ls:

$200.00 to $223.92

$210 (Old Post Office)

$175 (Annex)

$115,000,000 (Old Post Office)
$28,000,000 (Annex)

$41.50 per s.f., FS (office)
$30-$35 PSF, NNN (retail)
$22.58

95%

1%

$4,020,824

6.0%

$67,013,735

($11,188.400)
$56,000,000

$27.00 s.f., Full Service
$14.34

95%

1%

$813,138

6.25%

$13,010,216

($4.528.669)
$8,500,000
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Sales Comparison Approach

Old Post Office
Unadjusted Range of Sales Per SF:
Adjusted Range of Sales Per SF:
Indicated Value Per SF:

Value Indication:
Cost to Complete Repairs and TI:
Value As-ls:

Implied EGRM:

Annex
Unadjusted Range of Sales Per SF:
Adjusted Range of Sales Per SF:
Indicated Value Per SF:

Value Indication:

$395.62 to $446.06
$299.11 to $361.02
$325.00
$71,250,075
($11,188,400)
$60,000,000

8.06 (Stabilized)

$123.96 to $224.47
$105.76 to $197.81
$130.00 (Shell)
$9,600,000

CRITICAL ASSUMPTIONS AND VALUE INDICATIONS — SCENARIO 5

Old Post Office — Shell Value, As Is
Unadjusted Range of Sales Per SF:
Adjusted Range of Sales Per SF:
Indicated Value Per SF:

Value Indication:

Annex

Estimated FAR Density:

Indicated Land Value Per FAR SF:
Value Indication:

Final Value Estimates
Scenario 1
Annex Land Value
Scenario 2
Old PO Land Value
Scenario 3
Annex at Govt. Occ.
Scenario 4
Old PO at Govt Occ.
Scenario 5
Entire Property at HBU

$123.96 to $224.47
$187.11 to $302.54
$240.00
$60,500,000

160,000 FAR s.f.
$140.00
$22,400,000

$28,000,000
$115,000,000
$8,500,000
$56,000,000

$82,900,000
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INTRODUCTION
PROPERTY IDENTIFICATION
Address 1100 Pennsylvania Ave, NW
Washington, DC 20004
Identification Square 0323, Lot 0800, plus part of Squares 0349 and 0350
Property History The property is owned by the United States of America. The

assessment records do not indicate acquisition dates or prices,
and the properties have been owned by the United States
government for many years. The owner is soliciting offers for the
property; rather than a sale, any redevelopment would likely be
structured as a long term lease from the federal government.

SCOPE OF THE APPRAISAL

The scope of the appraisal includes:

1.

2.

An inspection of the subject sites and buildings and review of floor plans that were
available;

Research and collection of data on comparable building sales and rentals in the
subject's trade area, as well as comparable land sales;

Verification of all information with buyers, sellers, brokers, public records, and/or with
other knowledgeable sources;

Analysis of changes in market conditions, locational factors, physical attributes, and
other pertinent factors;

Development of a detailed highest and best use study for the property, as-is;
Application of the Sales Comparison and Income Approaches to value. Due to the
presence of physical, functional, and economic obsolescence, the Cost Approach is not
applicable. The results of our analyses have been reported in a self-contained report
format.

PROPERTY RIGHTS APPRAISED
The valuation addresses the fee simple interest of the property. Fee simple interest is defined

as:

"Absolute ownership unencumbered by any other interest or estate, subject only
to the limitations imposed by the government powers of taxation, eminent
domain, and escheat."

! Dictionary of Real Estate Appraisal, 4th Edition.
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DEFINITION OF MARKET VALUE *

The amount of cash, or on terms reasonably equivalent to cash, for which in all probability the
property would have sold on the effective date of the appraisal, after a reasonable exposure
time on the open competitive market, from a willing and reasonably knowledgeable seller to a
willing and reasonably knowledgeable buyer, with neither acting under any compulsion to buy
or sell, giving due consideration to all available economic uses of the property at the time of
the appraisal.

PURPOSE OF THE APPRAISAL

The purpose of the appraisal is to estimate the market value of the subject property as of the
effective date of this report under the following scenarios:

1) Land value for the land underlying the Annex;

2) Land value for the land underlying the Old Post Office;

3) Fee simple value of the Old Post Office based on its highest and best use as of the
effective date of value, assuming continued occupancy by the federal Government
at market level occupancy and rent;

4) Fee simple value of the Annex based on its highest and best use as of the effective
date of value, assuming continued occupancy by the federal Government at market
level occupancy and rent;

5) Fee simple market value for the property “as-is” as of the effective date of value
based on the property’s highest and best use and to a typical market investor. This
scenario makes no assumption of continued occupancy by the federal government.

INTENDED USE AND USERS

The intended use of this appraisal is to provide an opinion of the value of the asset for any
analysis by the United States General Services Administration in determining the appropriate
strategy for the asset. The intended user of the appraisal is the GSA.

Date of Value

September 2, 2011

2 GSA Scope of Work; Uniform Appraisal Standards for Federal Land Acquisitions Washington, DC.
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GENERAL ASSUMPTIONS
This appraisal report has been made with the following general assumptions:

1) No responsibility is assumed for the legal description provided for matters
pertaining to legal or title considerations. Title to the property is assumed to be
good and marketable unless otherwise stated.

2) The property is appraised free and clear of any or all liens or encumbrances
unless otherwise stated.

3) Responsible ownership and competent property management are assumed.

4) This information furnished by others is believed to be reliable, but no warranty is
given for its accuracy.

5) All engineering studies are assumed to be correct. The plot plans and illustrative
material in this report are included only to help the reader visualize the property.

6) It is assumed that there are no hidden or unapparent conditions of the property,
subsoil, or structures that render it more or less valuable. No responsibility is
assumed for such conditions or for obtaining the engineering studies that may be
required to discover them.

7) It is assumed that the property is in full compliance with all applicable federal,
state and local environmental regulations and laws unless the lack of compliance
is stated, described, and considered in the appraisal report.

8) It is assumed that the property conforms to all applicable zoning and use
regulations and restrictions unless a nonconformity has been identified,
described and considered in the appraisal report.

9) It is assumed that all required licenses, certificates of occupancy, consents, and
other legislative or administrative authority from any local, state, or national
government or private entity or organization have been or can be obtained or
renewed for any use on which the value estimate contained in this report is
based.

10) It is assumed that the use of the land and improvements is confined within the
boundaries or property lines of the property described and that there is no
encroachment or trespass unless noted in the report.

11) Unless otherwise stated in this report, the existence of hazardous materials,
which may or may not be present on the property, was not observed by the
appraiser. The appraiser has no knowledge of the existence of such materials
on or in the property. The appraiser, however, is not qualified to detect such
substances. The presence of substances such as asbestos, urea-formaldehyde
foam insulation, and other potentially hazardous materials may affect the value
of the property. The value estimated is predicated on the assumption that there
is no such material on or in the property that would cause a loss in value. No
responsibility is assumed for such conditions or for any expertise or engineering
knowledge required to discover them. The client is urged to retain an expert in
the field, if desired.
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LIMITING CONDITIONS
This appraisal report has been made with the following general limiting conditions:

1) Any allocation of the total value estimated in this report between the land and
the improvements applies only under the stated program of utilization. The
separate values allocated to the land and buildings must not be used in
conjunction with any other appraisal and are invalid if so used.

2) Possession of this report, or a copy thereof, does not carry with it the right of
publication.
3) The appraiser, by reason of this appraisal, is not required to give further

consultation or testimony or to be in attendance in court with reference to the
property in question unless arrangements have been previously made.

4) Neither all nor any part of the contents of this report (especially any conclusions
as to value, the identity of the appraiser, or the firm with which the appraiser is
connected) shall be disseminated to the public through advertising, public
relations, news, sales, or other media without the prior written consent and
approval of the appraiser.

5) The forecasts, projections, or operating estimates contained herein are based on
current market conditions, anticipated short-term supply and demand factors,
and continuation of current economic trends. These forecasts are, therefore,
subject to changes with future conditions.

6) If the property is proposed construction, improvements are assumed to have
been completed per the plans and specifications at the assumed dates of
completion and/or stabilization. Any construction is assumed to conform to all
legal requirements.

7) Exhibits, maps, and site plans included in this report are intended solely to help
the reader visualize the property and its environs. They should not be used for
surveys or any other purpose.

8) Unless otherwise specified in the report, no consideration has been given to
personal property located on the property or the cost of relocating such personal
property; only the real property was considered in the appraisal.

9) The Americans with Disabilities Act (ADA) became effective January 26, 1992.
We have not made a specific compliance survey and analysis of the property to
determine whether or not it is conformance with ADA. It is possible that a
compliance survey could reveal that the property is not in compliance with one
or more of the requirements of this act. If so, this could have a negative effect
on the subject property value. Since we have no direct evidence relating to this
issue, we did not consider possible noncompliance with the requirements of ADA
in estimating the value of the property.
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Old Post Office Building —Front View on Pennsylvania Avenue, NW
View southeast, from across Pennsylvania Avenue at 12" Street, NW

o _’-/ Z f r -. : z : ; lll- i \ '. ‘. \ i
11" Street Plaza Entry to Annex, Looking SE
Photos taken 9/2/2011 by RBW



METZBOWER, WATTS & HULTING

CERTIFICATION

We certify that, to the best of our knowledge and belief:

The statements of fact contained in this report are true and correct;

The reported analyses, opinions, and conclusions are limited only by the reported assumptions and
limiting conditions, and are our personal, impartial, and unbiased professional analyses, opinions and
conclusions;

The signatories have no present or prospective interest in the property that is the subject of this
report, and we have no personal interest or bias with respect to the parties involved;

The signatories have no bias with respect to the property that is the subject of this report or to the
parties involved with this assignment;

My engagement in this assignment was not contingent upon developing or reporting predetermined
results;

My compensation is not contingent upon the reporting of a predetermined value or direction in value
that favors the cause of the client, the amount of the value estimate, the attainment of a stipulated
result, or the occurrence of a subsequent event directly related to the intended use of this appraisal;
The analyses, opinions, and conclusions were developed, and this report has been prepared, in
conformity with the Uniform Standards of Professional Appraisal Practice, the standards of the
District of Columbia’s Real Estate Appraiser Board, and the Standards of Professional Practice and
Code of Ethics of the Appraisal Institute.

Richard B. Watts, MAI and Steven A. Metzbower, MAI made a personal inspection of the property
that is the subject of this report;

We have not previously provided appraisal or other real estate services concerning the property;

No one provided significant real property appraisal assistance to the persons signing this report;

As of the date of this report, Richard B. Watts, MAI and Steven A. Metzbower, MAI have completed
the requirements of the continuing education program of the Appraisal Institute.

The use of this report is subject to the requirements of the Appraisal Institute relating to review by its
duly authorized representatives.

Value Conclusions, Effective Date September 2, 2011. Refer to the Hypothetical
Conditions and Extraordinary Assumptions on the following page.

Richard B. Watts, MAI
Washington, DC Certified General Appraiser # GA-10189
(Expiration date 2/28/2008)

Steven A. Metzbower, MAI
Washington, DC Certified General Appraiser # GA-10188
(Expiration date 2/28/2012)

10
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Hypothetical Conditions

o

Based on directions provided by the client, this appraisal has been performed under the
assumption that the property is under private ownership, as opposed to its current actual
ownership by the United States of America.

Extraordinary Assumptions

The appraisal is based on the following extraordinary assumptions. These have been developed in
consultation with the client, and reflect necessary assumptions for different value scenarios:

o

The subject and land to the south and is not zoned due to federal government ownership. We
have assumed the property, under private ownership, would be subject to the prevailing zoning
on adjacent properties to the north, DD/C-5.

We have assumed the land, if vacant, could be developed to a density similar to that achieved
on nearby, similarly zoned parcels, considering the physical constraints on the subject land. This
applies only to the hypothetical “as-if vacant” land values requested in Value Scenarios 1 & 2.

In allocating land to each component, we have applied the actual land area in Square 383, Lot
800 to the Old Post Office. This is a legally existing tax parcel. The remaining land underlying
the Annex improvements, and forming the plaza around the Annex, (shown as Parcels 1, 2 and 3
on the site plan) is allocated to the Annex for purposes of calculating FAR. We assume a
separate tax parcel could be created for the Annex and adjacent land, as it is now legally part of
the lots that make up the larger parcel underlying the IRS Building.

We have assumed that any redevelopment of the Annex building could be placed within the
existing building footprint.

We have based our analysis of “as-is” value, subject to continued federal government occupancy
(Scenarios 3 & 4), on estimates of NRA provided by the client and crosschecked by our field
measurements and review of plans that were available. Only an architect or engineer can
provide precise estimates of GBA and NRA, and these were not available.

The value under continued federal occupancy of the Old Post Office (Scenario 3) assume
continued use of the steam and chilled water supplied by the adjacent IRS building, and no new
HVAC plant would be required.

We have assumed that all costs related to operation, security, and maintenance of the Clock
Tower will be paid directly by the Interior Department and there will be no expenses or income
that go to the landlord under any value scenario.

We have assumed the cost of urgent repairs to the Old Post Office are correct as listed in the
Asset Business Plan.

For our examination of the property’s Highest and Best Use as-is, assuming that it would be
made available to a private developer for redevelopment (Scenario 5), we have made the
extraordinary assumption that new construction cost estimates, derived from the Marshall
Valuation Service cost manual, are reasonably reflective of renovation costs for the
development alternatives being analyzed.

11
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AREA ANALYSIS

WASHINGTON, D.C. METROPOLITAN AREA
As the capital of the United States, Washington, D.C. is a prominent metropolitan area, which
has historically boasted a healthy economy and steady growth. Washington is also the
southernmost city in the northeast corridor, a densely populated string of major U.S. cities
including Boston, New York, Philadelphia, Baltimore, and Washington, D.C. These two
primary factors combine to create a diverse economy, for which expectations of growth are
sound.
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EcONOMIC OVERVIEW

Population & Households

The population of the metropolitan area is forecasted as shown in the following table:
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FORECASTED POPULATION GROWTH
WASHINGTON, DC METROPOLITAN AREA, 2005 - 2015

% Increase

2005 2010 2015 2005-2010 2010-2015
Washington, DC 582,049 605,513 651,526 4.0% 7.6%
Suburban Maryland
Montgomery County 929,097 979,996 1,016,996 5.5% 3.8%
Prince George's County 835,705 846,171 873,103 1.3% 3.2%
Frederick County 220,876 243,221 265,566 10.1% 9.2%
Calvert County 86,451 91,748 96,500 6.1% 5.2%
Charles County 136,363 144,594 160,098 6.0% 10.7%
Total Suburban Maryland 2,208,492 2,305,730 2,412,263 4.4% 4.6%
Northern Virginia
Arlington County 199,189 212,318 224,816 6.6% 5.9%
City of Alexandria 135,854 145,011 149,077 6.7% 2.8%
Fairfax County 1,066,666 1,091,566 1,132,585 2.3% 3.8%
Loudoun County 247,333 290,002 318,678 17.3% 9.9%
Prince William County 405,298 451,852 501,060 11.5% 10.9%
Stafford County 108.125 132.183 156.237 22.3% 18.2%
Total Northern Virginia 2,162,465 2,322,932 2,482,453 74% 6.9%
Total Metropolitan Area 4,953,006 5,234,175 5,546,242 5.7% 6.0%

Metropolitan Washington Council of Governments, Route 8.0 Cooperative Forecasts, December 2010

As the table indicates, the metropolitan area population grew 5.7% between 2005 and 2010,
and growth is projected to continue at a slightly greater pace through 2015. In the past, the
dominant migration pattern in the area was one of stability in the District of Columbia, with the
majority of the growth occurring in the suburban jurisdictions of Maryland and Virginia. More
recently, however, population growth has resumed in the District, due to more limited
availability of land in the close-in suburbs, and the growth in employment within the District,
fueled by the US government. The most rapid rates of growth are occurring in lesser
developed outer suburban areas such as Frederick and Charles Counties in Maryland, as well
as Loudoun, Prince William, and Stafford Counties in northern Virginia.

The population of the District of Columbia grew 4.0% between 2005 and 2010, and is
projected to grow 7.6% during the following five years. This is only slightly below the rate of
growth for the metropolitan area as a whole between 2005 and 2010, and it is in excess of the
growth rates for several suburban jurisdictions. As mentioned above, federal government
employment has been expanding since 2000, as has employment at subcontractors and
organizations seeking to influence the government, such as lobbyists and associations.
Combined with increases in the cost and time associated with commuting from the suburbs
into the District, as well as concerns over the impact of non-public transportation on the
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environment, these trends have resulted in increased demand for residential options close to
downtown Washington. Furthermore, this trend has been reinforced by the availability of high
quality public transportation in D.C. and its close-in suburbs, anchored by its first class subway
system, known as Metrorail. As a result, there has been a substantial amount of new home
construction in close-in urban neighborhoods, primarily in the form of multi-family apartments
and condominiums.

FORECASTED HOUSEHOLD GROWTH
WASHINGTON, DC METROPOLITAN AREA, 2005 - 2015

% Increase

2005 2010 2015 2005-2010 2010-2015
Washington, DC 253,415 265,190 287,323 4.6% 8.3%
Suburban Maryland
Montgomery County 347,500 360,500 377,000 3.7% 4.6%
Prince George's County 299,867 306,006 319,057 2.0% 4.3%
Frederick County 79,493 87,708 95,293 10.3% 8.6%
Calvert County 29,900 32,049 34,298 7.2% 7.0%
Charles County 47,445 50,950 57,528 7.4% 12.9%
Total Suburban Maryland 804,205 837,213 883,176 41% 5.5%
Northern Virginia
Arlington County 92,213 100,476 108,091 9.0% 7.6%
City of Alexandria 66,311 66,632 68,508 0.5% 2.8%
Fairfax County 389,959 400,172 418,742 2.6% 4.6%
Loudoun County 87,482 102,331 112,669 17.0% 10.1%
Prince William County 135,991 152,404 172,583 12.1% 13.2%
Stafford County 34.665 43.366 52.079 25.1% 20.1%
Total Northern Virginia 806,621 865,381 932,672 73% 7.8%
Total Metropolitan Area 1,864,241 1,967,784 2,103,171 5.6% 6.9%

Metropolitan Washington Council of Governments, Route 8.0 Cooperative Forecasts, December 2010

As the table above indicates, household growth in the area proceeded at 5.6% in total
between 2005 and 2010, and the pace of growth between 2010 and 2015 is expected to be
6.9%. In comparison to population growth, the higher rate of household growth indicates that
the region is experiencing a decline in average household size. This is particularly evident in
Washington, DC, where the pace of household growth was 4.6% from 2005 to 2010, versus
4.0% population growth. As mentioned previously, much of the growth in the District is
accommodated by multi-family dwellings in locations close to the downtown area, which would
suggest that many of the newly formed households are singles or couples. With the exception
of the higher rate of growth, patterns of household growth in the area are generally similar to
those associated with the population.
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Employment

Employment in the metropolitan area is widely supported by the United States Government
and the large number of government contractors located in the region. This figure had been
slowly declining as the local economy diversified, but more recently (since 2001) the volume of
government activity and spending in the area, particularly in the realm of national security, has
increased.

At the same time, however, the D.C. metropolitan area has emerged from its former status of
being oriented purely toward government, to being one of the primary metropolitan areas in the
United States economy. The area has become a national and regional center for such fields
as communications and biomedical research, and has solidified its already strong position in
high technology research and development. The area lacks a well developed manufacturing
base, but as industries based on information technology have matured and become a standard
facet of the world economy, the lack of manufacturing has become less of a deficiency.

FORECASTED EMPLOYMENT GROWTH
WASHINGTON, DC METROPOLITAN AREA, 2005 - 2015

% Increase

2005 2010 2015 2005-2010 2010-2015
Washington, DC 750,245 785,963 822,911 4.8% 4.7%
Suburban Maryland
Montgomery County 500,000 506,000 540,000 1.2% 6.7%
Prince George's County 347,885 358,385 370,135 3.0% 3.3%
Frederick County 122,162 142,412 151,456 16.6% 6.4%
Calvert County 32,431 35,200 41,097 8.5% 16.8%
Charles County 58,552 62,199 68,405 6.2% 10.0%
Total Suburban Maryland 1,061,030 1,104,196 1,171,093 41% 6.1%
Northern Virginia
Arlington County 195,158 205,175 218,214 51% 6.4%
City of Alexandria 105,750 108,895 117,666 3.0% 8.1%
Fairfax County 639,331 680,041 725,524 6.4% 6.7%
Loudoun County 125,594 143,736 167,570 14.4% 16.6%
Prince William County 139,429 144,532 166,671 3.7% 15.3%
Stafford County 35,579 42,129 48,626 18.4% 15.4%
Total Northern Virginia 1,240,841 1,324,508 1,444,271 6.7% 9.0%
Total Metropolitan Area 3,052,116 3,214,667 3,438,275 5.3% 7.0%

Metropolitan Washington Council of Governments, Route 8.0 Cooperative Forecasts, December 2010
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These long term growth projections highlight the area's economic strength: In 2000, the area
had an estimated total of over 2.8 million jobs, which represented growth of about 340,000
during the 1990 to 2000 decade. The table estimates that an additional 160,000+ jobs have
been added between 2005 and 2010, and forecasts additional growth of about 224,000 jobs
during the following five years.

Of course, the projected rate of job growth is strongly dependent on the performance of the
economy during the next several years. Employment was affected by the 2008/2009
recession, but has grown in 2010. According to the US Bureau of Labor Statistics, total
employment in the Washington MSA peaked in July 2008 at 2,992,566, and then declined to
2,825,229 by February 2010, a loss of about 167,000 jobs. [Note: the source of these
employment figures is the BLS, and reflects their definition of the Washington, DC MSA, which
may differ from the source and definition represented in the table above, resulting in some
variation in job counts.] Since that time, however job growth has turned positive in the DC
metropolitan area, adding over 60,000 jobs to total 2,885,822 as of December 2010.
Nevertheless, total employment is still more than 100,000 lower than it was in mid-2008.

Unemployment Rates

The declining performance of the economy in the United States has resulted in a rapid
increase in national unemployment rates, from 4.9% in January 2008 to 8.8% in March 2011.

According to the Bureau of Labor Statistics, the unemployment rate in the Washington MSA
was 3.5% in January 2008, peaked at 6.9% in January 2010, and has begun to decline,
arriving at 5.8% as of March 2011. In the District, the unemployment rate was 6.6% in January
2008, and increased to 10.7% in January 201, declining since then to 10.0% in March 2011. In
comparison to the entire United States, these rates reflect greater stability in employment and
they serve as further evidence of the positive influence the federal government has on the
stability of the local economy. Nevertheless, although the trend in unemployment rates is
currently downward, these data reflect that declining economic conditions in the US have had
a negative impact locally.
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ENVIRONMENTAL FACTORS
Local Linkage

The metropolitan area is served by a wide array of transportation linkages. The area's
highway system is very well developed, with Suburban Maryland and Northern Virginia
enjoying a number of major arterial connections with Washington, D.C. These include
Interstates 95 and 66 in Virginia, 1-270 in Montgomery and Frederick Counties, and |-95 and
Route 295 in Prince George's County. Despite the well developed highway network, rush hour
traffic in the area is horrific, with most commuters reporting an average of over 45 minutes
drive time to work each day. Consequently, a premium is placed on locations with close
proximity to Metrorail. This extensive subway system encompasses five lines, and serves
D.C., Arlington, Alexandria, Fairfax County, Montgomery County, and Prince George's County.
Additional public transportation is provided by the area's Metrobus system. Both of these
major systems are operated regionally by the Washington Metropolitan Area Transit Authority.

Regional Linkage

Linkage of the metropolitan area to other nearby regions is provided by a number of major
highways and transportation systems. Three major interstate highways, 1-95, 1-66, and 1-270,
link Washington with the northeast and southeast United States (I-95), the south (I-66 to I-81),
and the mid-west (I-270 to I-70). Washington is also served by Amtrak at Union Station in the
downtown area, allowing frequent train travel to Baltimore, Philadelphia, and New York, as well
as connections to most other areas of the country. The area is also served by three major
airports, including Washington National Airport in Arlington, Dulles International Airport in
Northern Virginia, and Baltimore-Washington International Airport off of 1-295 near Baltimore.
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Implications for the Subject Property

The United States experienced a recession which began in late 2007/early 2008, and lasted
through the second quarter of 2009. Economic growth began again in the third quarter of
2009, and accelerated in the fourth quarter, signaling the end of the recession. Nevertheless,
the impact of the recession remains negative, and economic performance in the United States,
the Washington, DC metropolitan area, and in the District of Columbia, is still lagging in some
respects. Most economists predict that these weak economic patterns will persist through
2011.

The primary benefit which the subject experiences is its location in the Washington, DC
metropolitan area. Due to the presence of the federal government, this region typically enjoys
much greater stability during times of economic turmoil, and that has remained true during the
2008-2009 recession. While employment has been largely stagnant throughout much of the
US, the DC area has enjoyed some substantial job growth during 2010. This has resulted in
growth in the area’s population and households, which has in turn stabilized, and in some
cases re-introduced growth, into the area’s housing sector. Over the long term, prospects for
the subject are considered to be positive due to the stable economic characteristics of the
Washington, DC region. Short-term, the picture is mixed due to congressional efforts to cut
the budget deficit and long-term debt, and the uncertainty this poses for government and
contractor demand for office space.
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NEIGHBORHOOD ANALYSIS
GENERAL INFORMATION

The subject property is located in Federal Triangle, adjacent to the East End Submarket, which
is just east of the CBD area of downtown Washington, DC. The boundaries of the East End
are roughly 3™ Street, NW to the east, Pennsylvania Avenue to the south, 15" Street to the
west and M Street, NW to the north. The neighborhood is in the late stages of gentrification
and is 100% built out. Several of the major thoroughfares, such as K Street, Connecticut
Avenue, Pennsylvania Avenue and New York Avenue, offer some of the highest profile
addresses in the area. These locations are clustered east of the White House. Historically,
this has resulted in strong demand for office space, and this submarket typically exhibits rents
at the high end of the range for the Washington area.

NEIGHBORHOOD MAP

=
R e =
Metio Fanagut New otk o Ristorants @
North Gourme( Arinan Palape Wash'”m" Thie'Henley Mallans T
29 Paik Hotel 50
g Statian HiI(un-Cap ashihiton 4 cDmmm CLAES Z|
*T @S@J\N (1) ' MountUernon =
iy Bt KBTI Four K BL Square: -\ g W o z
Farragut McPhersnn gg'%‘iﬁiimg‘“ Ao | =
Square Squiafe - lﬂ:/\’ Hampton |nn-ilfashingtan G L b
@ MEbdMcFherson | [FTANIN Fark Fen Sisen ce-Wathington [@gPC e ch W
DG Hatel [ i
B, S'“k St.\;lﬂfsshmgton Dl Square ® B = g E U
e ot Station gy Eye St NW Egg\?ﬂingm 7 Eye St M = W =
ﬁ et ruseand Ristarante  GL-Cam Cif B Egs, e
il igat (F-eigine Eye 5t NW = L b 3
st rafifien arden et 1) ) Cotus® e, g
% ) Hutel@ nf@Ehingtsn o Proebptaian Washmgm Washington, Tours S L A5
Teéaiem Staohns B SLfutch onv and rand D.C! "Vj,;/ il ]
Church 3 oo Erer oo Eolisshingtan i
gorman " @ fy [l 0.0 Downtown o
Tmunities @ Ruth's Chris =1 sall i
= a ery ]
orair B BT I &) Steak Hnusa 'm]
Dlair [k ateyetic Rark = MarriottMetro %] staen g“;"“" " =
. Elipst = Center, eslauram ~
A4 5 “G—
Friendsh
i .Dld Patent RS
Arshinay -5t
ofoldie's B Metio-Met Bt Mg, | Verizen Cente
e b= Canter Teeandits uildify I Natfohal Law
Riestaurant i ien g [fy)eatecd Room [ Entoriement
- Tezoa iz brial o
Fingmondo o - . =
i o
Hetel 1= Eourtydrd-Washingten g @ 50 Metro-Jydican ;
Washingten & 2 0 é
Feteson House T St il
= o
2 = frpj2sid tine 1 Toistrict ot £
s — — z E LN il £
Pershing PaH = & = Z uperertey ?mtad Slatds
=t = Cau
a City ok g
ESURW ooy pw atianal ] (T VI Frr @ e
& o Lauariun Afia i o5 ] Teaism E %
’ Bay Seouts = =
B Memorial il D St 5 o B L A— I'p SN
Vi
it i B can i
oy ail MY
: L Ronald Pennzphiania e B Moultrie MO 0
g The Ellipse | Feagan Averne NHS i Courtthouse i
% Buiding b Koga @ | C-StHw C STRW L B b
o % % = Wito- Archives $13tion fifi
f = wationsl Canadian i
L Lt i
Nigr i3l lig] g7 LArEhives | |The cagtat JEmbassy W L Tim
e 5 W [ htemag
n Metro-Federsl &5 = p
% Constitution Ave B 50 ;{LTDEH'E Y — g = Consmutlpn I.»’3\\n=.- T3t
I Washington Hational | = = g”“:d Ghatas =
¥t Mall Mall| |- ol Matiorel Gallery el i
. i3] i
= i ‘it Wing foutt L
= = = Tr, W
Copyriifit @ and (F) 1985-2009 Microsott Corporation andiar its suppliss. Al ights reservad. = i [ -

The East End neighborhood has experienced a dramatic transformation over the last fifteen
years following the development of the Verizon Center (which is located between 6" and 7"
Streets north of F Street). In addition to the commercial stimulus provided by the Verizon
Center, the area has benefited from the steady growth in occupied space and the tremendous
increase in property values in downtown Washington DC since the mid-1990’s. As available
sites in the CBD and along Pennsylvania Avenue were built out, the East End was a logical
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area for redevelopment and new development of higher density and higher end uses. Another
major development in the neighborhood is Gallery Place which was completed in 2005.
Located just north of Verizon Center, Gallery Place is 1.5 million square feet of office, retail,
and residential space. Given the development of new residential units in the neighborhood,
this part of the East End has become a 24-hour location due to the influx of new residents.

Transportation Linkage: Primary thoroughfares in the neighborhood include New York Avenue,
Pennsylvania Avenue, Connecticut Avenue, K Street, E Street, and Constitution Avenue.
These roadways provide access to other major thoroughfares such as [-395 and 1-295,
ultimately providing vehicular access to Maryland in the north and east, or Virginia in the south
and west.

Rail service in the subject’s neighborhood is very good as well. Washington DC’s Union
Station is a major presence in the downtown area, located west of the subject in Capitol Hill,
near the US Capital. This is a primary station for Amtrak service within the northeast corridor,
and a station for the Metrorail’s red line. The subject’s immediate vicinity is served by Metrorail,
with the closest station, Federal Triangle, located across the street to west at 12" Street and
Pennsylvania Avenue.

Development Patterns: Office space is the primary type of development in the area, including
not only privately owned office buildings, but also many major US government agencies.
During weekdays, the area is heavily populated with office and government workers. The
office oriented businesses also attract a large number of street level retail and restaurant
businesses, as well as luxury and business hotels. The downtown area also supports a
number of national monuments and museums, most notably the Washington Monument, the
Vietnam Memorial, the White House, the Lincoln Memorial, and many of the Smithsonian
Institute museums as well. Hotels are a fairly common use in the area as well, with their
demand profiles being oriented to business, government/politics, and the substantial amount of
tourism attracted to Washington, DC.

Due to the orientation of the neighborhood as primarily a business location, there is limited
residential activity. However, as Washington, DC has made more of an effort to create a “living
downtown”, and as the residential market in the metropolitan area has grown, there have been
scattered redevelopment projects in the area offering residential apartments and
condominiums. These tend to be at the high end of the price range in the area for this type of
product, in keeping with the central location. None are located in the immediate vicinity of the
subject, but are concentrated closer to Chinatown and Mount Vernon Square.

The immediate subject vicinity is known as Federal Triangle, as the subject and all surrounding
buildings are federally owned offices occupied by the IRS, Justice Department, Commerce,
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and other agencies. The triangle is roughly formed by Pennsylvania Avenue to the north, 15"
Street on the west, and Constitution Avenue to the south. The Hoover Building, headquarters
of the FBI, is located between 9" and 10" Streets, north of Pennsylvania Avenue. The US
Capitol is located 10 blocks east of the subject, and the White House is five blocks to the west.
The National Mall, home to numerous national museums and monuments, is located one block
south of the property.

IMPLICATIONS FOR THE SUBJECT PROPERTY

The subject neighborhood benefits from an established base of office users, served by a well
developed transportation network and proximity to the major installations of the United States
government. The expansion of the residential market in the area has also fueled retail
development in the area. Future prospects are good for continued demand from office and
retail users due to the area's outstanding neighborhood characteristics, and projections for
economic growth in the greater Washington metro area.
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OFFICE MARKET ANALYSIS
Washington, DC Metropolitan Area

According to CoStar, as of September 2011 the Washington, DC metropolitan area office
market has a total inventory of over 456 million square feet, with overall vacancy of 11.9% (not
including sublet space). The vacancy rate is 12.9% with the inclusion of sublet space.
Vacancies for the area had been below 10% prior to the 2008/2009 recession, but steadily
increased to a peak of 12.4% in the 2™ quarter of 2010. Since that time, vacancies have
gradually declined, arriving at a level below 12% in the current quarter.

The following table illustrates the differences in inventory and vacancy between the District
and the surrounding suburban locations:

AVAILABILITY AND VACANCY ANALYSIS
WASHINGTON, D.C. MSA
OFFICE SPACE - AS OF SEPTEMBER 2011
Average Absorption

County Existing SF Vacant SF Vacancy % FS Rent YTD 2011
Alexandria 20,947,312 2,743,937 13.1% $30.86 (296,814)
Arlington 39,412,495 3,257,727 8.3% $40.94 (301,578)
Fairfax * 117,391,494 15,905,890 13.5% $29.11 858,381
Loudoun 16,889,355 2,529,199 15.0% $24.43 335,236
Prince W illiam ** 9,364,634 1,313,185 14.0% $21.84 56,905
Total Northern Virginia 204,005,290 25,749,938 12.6% 652,130
Frederick 8,685,298 1,364,812 15.7% $22.94 (53,414)
Montgomery 68,706,926 8,527,346 12.4% $28.78 9,110
Prince George's 26.409.503 4,521,920 171% $20.84 (61.068)
Total Suburban Maryland 103,801,727 14,414,078 13.9% (105,372)
District of Columbia 148.237.025 14.176.095 9.6% $49.10 1.713.839
Total D.C. MSA 456,044,042 54,340,111 11.9% $34.00 2,260,597

*Includes Falls Church & Fairfax City; **Includes Manassas & Manassas Park.

Washington, DC supports the greatest amount of office space of any single jurisdiction, with
over 148 million square feet. Its vacancy rate, at 9.6%, is second lowest in the metropolitan
area, behind Arlington, VA. More importantly, Washington, DC experiences the highest Class
A rental rates in the area, at $49.10 per s.f., full service. The District has also experienced
1,713,839 square feet of positive absorption thus far in 2011, which comprises almost 75% of
the total increase in office demand for the entire metropolitan area. Absorption in the remaining
area jurisdictions has been mixed, with many experiencing negative demand during 2011.

Northern Virginia is the largest of the three major submarkets, with a total inventory of 204.0
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million s.f. Suburban Maryland is the smallest office submarket of the three with 103.8 million
total s.f. in its inventory. Of the major suburban jurisdictions, Arlington, VA appears to be the
healthiest, with a vacancy rate of 8.3%. lts average Class A rental rate, at $40.94 per s.f., is
the highest among the suburban jurisdictions, but well below the average for D.C.

Downtown Washington
Generally speaking the office market in downtown DC has been very strong during the past
several years. Office market conditions in the downtown area, which includes the CBD, NoMA,

East End, Capitol Hill, Southwest, West End, and Georgetown submarkets, as of September
2008, are summarized below:

DOWNTOWN WASHINGTON, DC

Space Direct Vacancy Vacancy w/Sublet Avg. Asking Absorption
Building Class Inventory SF % SF % Rental Rate  YTD 2011
Class A 79,030,439 8,613,788 10.9% 9,478,317 12.0% $53.97 1,846,824
Class B 41,272,772 3,176,513  7.7% 3,515,339 8.5% $44.98 (327,955)
Class C 7,296,911 311,629 4.3% 316,404 4.3% $38.27 (20,215)
Total 127,600,122 12,101,930 9.5% 13,310,060 10.4% $50.75 1,498,654

This information indicates that the market in the area is healthy, with an overall vacancy rate of
9.5% (excluding sublet space), and rents which average over $50.75 per square foot on a full
service basis. The downtown vacancy rate increased to a level near 10% in 2009 (reaching
9.8% in the 3" quarter), but since then it has declined to its current level. Asking rents have
been generally stable, exhibiting a moderate increase since a low point of $49.01 FS, reached
in the 2™ quarter 2009.

Rental Rates: Reflecting continued tight market conditions and a gradual increase in the Class
A inventory due to new construction, office rents are relatively high in downtown Washington.
According to CoStar, the current average asking rent in the downtown area is $50.75 per s.f.,
on a full service basis. This is generally consistent with the average rate as of the 3" quarter of
2010 ($50.85), but higher than the average rate of the 3" quarter 2009 ($49.13). Class A rents
currently average $53.97 per s.f., full service, while B and C rents average $44.98 and $38.27,
respectively.

Absorption and New Construction: The following table indicates patterns of absorption and
new construction in the downtown area since 2009, according to CoStar. In general, 2009
experienced negative absorption, most likely due to the effects of the recession, combined with
a substantial amount of new delivery of office space. Much of the space deliveries occurring
during that year were the result of projects which were approved, financed, and commenced in
prior years, before the recession became apparent.
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YTD 2011 2010 2009
Net Absorption 1,498,654 2,999,882 (149,342)
New Construction 520,025 2,646,251 2,952,915
Absorption - Construction 978,629 353,631 (3,102,257)

The result was an increase in vacancies during 2009. Since that time, however, absorption has
become positive, with nearly 3 million square feet absorbed in 2010, and about 1.5 million
absorbed so far in 2011. The pace of new construction remained strong in 2010, though net
absorption exceeded the pace of construction during that year. In the first three quarters of
2011 the pace of net absorption, still positive, declined, though the pace of new construction
declined to a greater extent. The result, during the past two years, has been a decline in office
vacancy rates in downtown Washington, DC.

East End Submarket

The subject is located in the East End submarket of Washington, DC, which is generally
bounded by the National Mall to the south, P Street, NW to the north, 14" Street, NW to the
west, and 3" Street, NW to the east.

In past decades, the East End was primarily considered to be a shopping and entertainment
district in downtown Washington, which fell into disfavor during the 1960s and 1970s. At that
time, the primary location for downtown office space was the CBD, located directly to the west
of the East End. As demand for office space in downtown Washington grew, however, the
District made the East End area available for removal of older low and mid-rise buildings, and
redevelopment with new office space. The ability to construct new buildings with large floor
plates, combined with proximity to Federal and District government offices, extensive Metroralil
service with multiple stations, and a growing entertainment district focused around the Gallery
Place area, made this an attractive location for new office development. As a result, the office
inventory in the East End has grown substantially, and has a high concentration of new, Class
A buildings. The following table profiles the office market in the East End:

EAST END SUBMARKET

Space Direct Vacancy Vacancy w/Sublet Avg. Asking Absorption
Building Class Inventory SF % SF % Rental Rate  YTD 2011
Class A 32,693,688 3,019,635 9.2% 3,344,305 10.2% $58.89 44,643
Class B 11,570,810 1,036,612 9.0% 1,187,846 10.3% $47.76 (53,827)
Class C 2,426,170 122,897 5.1% 124,522  514% $38.58 11,726
Total 46,690,668 4,179,144  9.0% 4,656,673 10.0% $54.67 2,542

In general, vacancy rates in this submarket are lower than in the remaining areas of downtown
Washington, and rental rates are slightly higher than the downtown office market. The
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submarket is very popular with non-profits and trade associations seeking easy access to
Congress. These tenants are usually small, in the range of 3,000 to 5,000 square feet, and
prefer lower cost Class A/B space. For these reasons, the vacancy rate has historically been
very low, and rent growth has remained consistent.

Rental Rates: According to CoStar, the current average asking rent in the East End submarket
is $54.67 per s.f., on a full service basis. Class A rents currently average $58.89 per s.f., full
service, while Class B rents average $47.76. Rents have increased during the past two years
in the submarket. As of the beginning of 2010, the average asking rent in the East End was
$51.90, and the current average of $54.67 equates to an increase of about $2.75 per square
foot. In comparison to the other submarkets in Downtown Washington, the East End has the
highest average asking rental rate. Asking rates for Class A space, as noted above, average
$58.89 per s.f., but range as high as $74.00 per s.f., on a full service basis, and as high as
$58.00 NNN.

Absorption _and New Construction: The local submarket has experienced positive net
absorption since 2009, but the amount of increase in demand has been limited, totaling only
about 180,000 square feet during that period.

YTD 2011 2010 2009
Net Absorption 2,542 140,222 38,371
New Construction 169,038 - 810,843
Absorption - Constructior (166,496) 140,222 (772,472)

At the same time, deliveries have been somewhat limited, with three new buildings being
delivered in 2009, none in 2010, and only one thus far in 2011. As a result, vacancy rates have
increased slightly; the average vacancy rate for East End office space was 7.6% at the
beginning of 2009, and it has increased to 9.0% currently.

At the present time, according to CoStar, seven buildings are either under construction or
under renovation in the East End, totaling 588,307 square feet. This will add less than 2% to
the existing inventory of office space. There are also seven buildings proposed in the
submarket, which would add a total of 2,325,034 square feet.

Renovated Office Rent Comparables
The following table lists six historic buildings which have been renovated for office use in the

East End. These properties provide the most reliable indication of potential rent for office
space in the subject property, assuming that it was fully renovated to Class A status.
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No. Name/Address Yr Blt Size (SF) Occup. Available Spaces (SF) Term Rent Range/SF Expenses TI/SF
1 The Homer Building 1914 421,084 96.1% 5,135-38,490 5-10 $44.00-$54.00 NNN As-Is
601 13th St, NW Ren. 1990

The Homer Building has a comparable floor plan to the Old Post Office, in that it has a full central atrium with a skylight.
Office space is arranged around the atrium. This Class A building was renovated in 1990, is 12 stories, and has ground floor retail
space. Located directly above the Metro Center station, and offers below grade parking.

2 The Evening Star Building 1889 219,627 100.0% 1,420-26,340 NA $45.00-$49.50 NNN Some
1101 Pennsylvania Ave, NW Ren. 1989 3,556 NA $58.00 FS Work
Originally constructed as the offices for the Evening Star newspaper, located directly opposite the Old Post Office Building. Fully
renovated in 1989, listed on the National Register of Historic Places. Underground parking, $270 per month. Sold 6/2010 for $820/SF.

3 The Woodies Building 1902 498,920 97.4% 3,866-13,000 3-5 $53.00 FS As-Is
1025 F Street, NW Ren. 2004
This is the former Woodie's department store building, renovated into office space in 2004. The facade is on the National Historic
Registry. Typical floor size is 46,000 s.f. The building has 200 on site parking spaces.

4 Hamilton Square 1929 246,392 95.2% 3,969-7,843 5-10 $42.00 NNN Some
600 14th Street, NW Ren. 1999 Work
A "historic landmark" building completed in 1929, fully renovated 1999. Typical floor plate size is 26,600 s.f., and the property has a
a limited amount (125 spaces) of below grade parking. Located 2.5 blocks from Metro Center.

5 The Colorado Building 1903 121,701 90.9% 11,124 5-10 $48.50 FS Some
1341 G Street, NW Ren. 1988 Work
This is a historic "Beaux Arts" building, located at the intersection of 14th and G Streets, about two blocks north of
Pennsylvania Avenue. This buidling has no parking on site, but has an arrangement with an adjacent building to provide
parking. The typical floor size is small, reported at 11,600 s.f.

6 The Tower Building 1929 124,706 92.8% 4771-9010 3-10 $44.50-$48.50 FS Some
1401 K Street, NW Ren. 1997 Work
This building is located at the corner of 14th and K Streets, across from Franklin Square, and close to the McPherson Square
Metro station. The building has a typical floor size of 8,983 s.f., with an odd configuration due to a central core with a small amount of
space, between two small wings which comprise most of the space.
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These buildings exhibit asking rates ranging from about $45.00 per s.f. full service, to a high of
about $54.00 per s.f., NNN. We note that office buildings in downtown Washington are offered
for rent most often on either a full service or NNN (net, net, net, or “triple net”) basis. Under a
full service lease, all operating expenses are paid for by the landlord with recovery only of
increases in expenses during the term of the lease. Under a NNN lease, all operating
expenses are recovered by the landlord from the tenant annually. Full service leases,
therefore, tend to result in significantly higher rents, because the tenants are not subject to
expense recoveries which are nearly as substantial as those under NNN leases.

In our opinion, the most comparable properties to the subject, assuming a major renovation,
would be the Homer Building and the Evening Star building, which exhibited rates ranging from
$44.00 to $54.00 per s.f., NNN. It is our opinion that rental rates at the subject, if renovated,
would most likely be at the low end of that range, due primarily to the poor configuration of
office space resulting from the retention of the atrium and the corridors. Based on these
indications, it would appear that fully renovated above grade office space in the Old Post
Office building could most likely rent for an average of about $45.00 per s.f., NNN.

Typical Core Factor

For modern office buildings in downtown Washington, DC, the typical core factor is often lower
than that for historic buildings, or buildings with a public service orientation, both of which
describe the subject. The following table indicates the core factor for office buildings in the
East End submarket constructed 1990 or later, which reported their core factors:

Net Rentable Typical

Building Address Year Built Area Floor Size % Leased Core Factor (%)
1152 15th St NW 2007 393,815 32,500 81.9 13.5
1301 K St NW 1990 594,431 52,370 75.9 12.5
1310 G St NW 1991 195,711 15,923 99.3 10.5
700 6th St NW 2009 300,000 21,983 91.8 14.5
700 11th St NW 1991 310,684 25,382 100.0 12.7
1099 14th St NW 1992 440,874 40,364 95.6 14.0
1201 Eye St NW 2001 269,299 23,375 100.0 11.0
1200 G St NW 1991 183,808 17,627 89.0 11.9
1401 H St NW 1992 350,635 29,232 92.0 11.0
1501 M St NW 1991 177,525 15,474 94.6 10.0
1099 New York Ave NW 2008 174,705 17,000 97.5 16.9
1399 New York Ave NW 2001 122,922 11,864 82.1 15.0
701 Pennsylvania Ave NW 1990 357,142 39,000 92.7 17.0
801 Pennsylvania Ave NW 1990 346,855 39,000 92.3 17.0
325 7th StNW 1991 169,542 16,000 97.7 16.0
800 10th St NW 2013 246,424 24,744 - 9.1
850 10th St NW 2013 249,200 24,942 - 9.1
Average 287,269 26,281 81.3 13.0
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It has been our experience that, for modern office buildings, core factors tend to range
between 10% and 15%, and average around 12% to 13%. The buildings in the table shown
above indicate an average core factor of 13.0%.

The implications of the subject’s higher core factor, in regard to property value, are discussed
as part of our estimate of market rent (P. 124) and as part of our analysis of the property’s
Highest and Best Use (Pps 145-157).

Conclusion

The subject property is located in one of the most sought after neighborhoods in Washington,
DC, has good road accessibility, Metrorail service, and is within the National Mall corridor
between the White House and the Capitol. Overall this is a stable and highly desirable
neighborhood with strong demand for a variety of uses, and the future prospects for the
subject property are, therefore, very good. We would expect the property to remain well
occupied, at rents which are at the higher end of the range for the metropolitan area.
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RETAIL MARKET ANALYSIS

MARKET OVERVIEW

The following statistics are taken from a September 2011 survey provided by CoStar. The
combined surveys for the District of Columbia and the surrounding suburban counties comprise a
total inventory of 221,399,250 square feet of space, with an overall vacancy rate of 4.6%, excluding
sublet availability (see the following table). Including sublet space, the vacancy rate is 4.8%. The
table below outlines the current vacancy rates among the jurisdictions of the Washington, DC area.

AVAILABILITY AND VACANCY ANALYSIS
WASHINGTON, D.C. MSA
RETAIL SPACE - AS OF SEPTEMBER 2011
Average Absorption

County Existing SF Vacant SF Vacancy % nnn Rent YTD 2011
Alexandria 7,646,622 265,321 3.5% $31.52 (25,382)
Arlington 7,578,089 163,542 2.2% $29.84 (24,442)
Fairfax * 48,183,521 1,375,766 2.9% $27.50 157,592
Loudoun 16,244,346 1,064,723 6.6% $27.14 (49,693)
Prince William** 24,388,019 1,619,586 6.6% $18.76 (51,740)
Total Northern Virginia 104,040,597 4,488,938 4.3% 6,335
Frederick 12,827,878 610,353 4.8% $17.14 544,372
Montgomery 42,776,039 1,849,357 4.3% $24.97 70,161
Prince George's 41,340,537 2.357.809 5.7% $17.73 147,297
Total Suburban Maryland 96,944 ,454 4,817,519 5.0% 761,830
District of Columbia 20.414.199 975.870 4.8% $36.70 53.644
Total D.C. MSA 221,399,250 10,282,327 4.6% $24.26 821,809

*Includes Falls Church & Fairfax City; **Includes Manassas & Manassas Park.

Fairfax, Montgomery and Prince George’s Counties have the largest retail markets, according
to the survey, and most of the retail space included in CoStar's survey is located in the
suburban markets around Washington, DC, in Northern Virginia or Suburban Maryland. The
District of Columbia is a secondary submarket for retailers as indicated by the size of its
inventory. These patterns reflect the fact that the majority of households in the area reside in
suburban counties as opposed to urban areas within the District or comparable areas such as
the City of Alexandria or Arlington County.

The District of Columbia also features vacancy rates slightly above the overall rate for the
metropolitan area, although the average rental rate is the highest in the area. Although many
national retailers have avoided urban locations for the past thirty years, many have realized the
potential for new development and are expanding into downtown Washington to serve its
substantial employment base, or into more residential areas of Washington, DC which are
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undergoing gentrification. Loudoun and Prince William Counties are currently experiencing the
highest vacancy rates in the area, at 6.6%. Vacancy rates for the region were relatively stable
from 2005-08 ranging from 3.2% to 4.1%. Vacancies increased during the 2008/2009
recession, peaking at 5.0% in the 2" quarter of 2010. Recently absorption has turned positive
in the region, and vacancy rates have begun to decline. Asking rental rates have been stable
to slightly declining during the past several years due to the impact of the 2008/2009 recession
and its aftermath.

East End Submarket

In order to gauge the level of demand for retail space at the subject property, we have
considered recent trends in the East End submarket, which includes the subject’s location.
The following statistics indicate the performance of this market.

AVAILABILITY AND VACANCY ANALYSIS
EAST END SUBMARKET OF WASHINGTON, DC
RETAIL SPACE - AS OF SEPTEMBER 2011

Average Net Absorption
Existing SF Vacant SE  Vacancy % NNN Rent YTD 2011 2010 2009
1,358,498 69,612 51% $41.00 6,543 36,523 (6,691)

The East End has been established as one of the District's primary shopping areas for
many years. During the period between the 1960’s and 1970’s, however, demand for retail
space in the area waned as demographic trends resulted in a shift of retail shopping to
suburban locations. That trend began to reverse during the past 10 to 20 years, as the
office market in Washington has increasingly moved into the East End, and as the District
government has encouraged new residential development in the area. As a result, retalil
demand has strengthened, and new retail development has re-emerged. In particular, the
areas around the Metro Center and Gallery Place Metro stations have become hubs of
retail, restaurant, and entertainment activity. The area on the north side of the Pennsylvania
Avenue corridor, sometimes known as “Penn Quarter”, also supports a substantial base of
retail activity. While vacancies in the submarket are slightly higher than average at the
present time, they have declined since peaking in early 2008 at around 15%. Average
asking rental rates increased substantially from around $39 per s.f., NNN in early 2008, to
around $46-47 per s.f. in late 2009. Since that time, however, asking rental rates have fallen
by more than $5.00 per s.f. to the present average of $41.00 per s.f., NNN. Nevertheless,
this rate substantially exceeds the average asking rate for the District as a whole. According
to CoStar, current asking rents in the East End, on a NNN basis, range from $22.00 per s.f.,
to as high as $65.00 per s.f.

30



METZBOWER, WATTS & HULTING

Subject’s Immediate Vicinity

As noted previously, the subject property is located within the northwest quadrant of downtown
Washington, in the Pennsylvania Avenue, corridor between 10™ and 12" Streets, NW. In the
subject’s immediate vicinity, retail space is typically located in the first floor of high rise
buildings, with storefronts common on most of the streets in the area. Generally speaking, this
space is designed to serve the office workers in the area during weekdays, as well as tourists
and metro area residents in the evenings and on weekends. In order to gain a clearer picture
of retail activity in the immediate area, we have surveyed properties north of the National Mall,
south of H Street, NW, between 3 and 15" Streets, NW. The results are shown below:

AVAILABILITY AND VACANCY ANALYSIS
EAST END, N. OF MALL, W. OF 15TH ST, S. OF H ST, & W. OF 3RD ST
RETAIL SPACE - AS OF SEPTEMBER 2011

Average Net Absorption
Existing SF Vacant SE  Vacancy % NNN Rent YTD 2011 2010 2009
583,698 8,992 1.5% $42.35 1,881 28,906 1,633

The retail market in the area is limited, due to its nature as first floor, storefront space. Demand
is strong, as indicated by the vacancy rate of only 1.5%, and the average asking rate of $42.35
per s.f., NNN, which exceeds the average for the East End and for the District. Absorption has
been generally positive during the past three years, and like the East End submarket, vacancy
rates in the area have declined substantially since late 2008 / early 2009. Average asking
rates, while high relative to surrounding areas, have declined during the past one to two years.

Retail Market Analysis Conclusion

The subject is located in the East End submarket of Washington, DC, which supports a
substantial amount of retail space serving employees, tourists, and residents of the
metropolitan area. Restaurants and convenience retail is common in the area, and most retail
spaces have a street level storefront orientation. The subject, specifically, occupies an
identifiable location along Pennsylvania Avenue, in a building which not only has office space
on the upper floors, but also houses a major D.C. tourist attraction in the Old Post Office Clock
Tower. The building is also in close proximity to a large number of federal offices, as well as a
number of Smithsonian museums which attract large numbers of tourists. Overall, this is a
highly accessible location, which enjoys a high level of pedestrian and vehicular traffic.
Continued strong demand for retail space in this location is to be expected.

31



METZBOWER, WATTS & HULTING

HOTEL AND CONVENTION MARKET ANALYSIS

Washington, DC, being the home of the United States Government, attracts a very substantial
amount of regional, national, and international conference and meeting activity serving the US
and foreign governments, associations, and businesses engaged in activities oriented to the
government. In addition, the area has an active tourism market, oriented to United States
monuments, historic government buildings, and museums, especially the Smithsonian
Institution, which bills itself as the world’s largest museum complex and research organization.
Finally, the Washington, DC region, as noted previously in this report, is home to some 5.25
million people, with a growth rate of over 1.0% per year. All of these factors combine to create
a large and growing market for hotel and meeting space in the DC area.

Meeting and Convention Data

Destination DC (Washington.org), the Washington DC convention and visitors authority,
reports the following facts about meeting and convention activity in the District of Columbia:

e [n 2007, Washington DC hosted 830 convention groups, of which 55 were at the Walter
E. Washington convention center. These meetings attracted 600,000 attendees,
accounting for an estimated 950,000 hotel room nights and nearly $700,000,000 in
spending.

e There is more than 4 million square feet of meeting and convention space in the
Washington region, with 2.2 million square feet within the District.

The largest venue is the Walter E. Washington Convention Center. This facility has 730,000
s.f. of exhibit space, 150,000 s.f. of meeting space in 67 meeting rooms, a 52,000 s.f.
ballroom, and 36,000 s.f. of registration space.

Other major meeting facilities in Washington, DC include:

e The DC Armory, which has 118,000 s.f. of exhibit space and 2 meeting rooms

e The Ronald Reagan Building and International Trade Center, which has 65,000 s.f. of
exhibit space and 22 meeting rooms

e Marriott Wardman Park, a 1,332 room hotel with 173,000 s.f. of event space

e Hilton Washington, a 1,201 room hotel with 110,000 s.f. of event space

e Grand Hyatt Washington, a 925 room hotel with 40,000 s.f. of event space

e Omni Shoreham Hotel, an 834 room hotel with 100,000 s.f. of event space

¢ Renaissance Washington DC, an 820 room hotel with 60,000 s.f. of event space.

In addition, numerous hotels in the District have smaller amounts of meeting and event space,
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allowing for the ability to accommodate a wide range of event types and sizes in a variety of
venues and locations.

The ten largest conventions in Washington, DC in late 2010 and 2011 are summarized in the
following table:

Group Attendance Total Room Nights

American Urological Association 15,000 53,485

Biotechnology Industry Organization 16,000 48,226

American College of Surgeons 15,000 42,500

American Water Works Association 14,000 29,570

Federation of American Societies 14,000 29,570
for Experimental Biology

National Association for the 25,000 22,495
Specialty Food Trade

American College of Obstetricians 14,000 20,688
and Gynecologists

Omega Psi Phi Fraternity 7,000 20,520

National Association of Realtors 10,000 20,332

American Psychological Association 14,000 17,200

Meeting space is primarily a component of hotels, as noted above, except for space included
in the Washington Convention Center and the Reagan building. However, a number of office
buildings in Washington, DC have conference facilities available to tenants of the building. To
determine the extent of this, we searched CoStar listings for office buildings of 50,000 square
feet and larger, located in downtown Washington, DC. The search revealed a total of 471
buildings meeting these criteria. Of these, 34 included “Conferencing Facility” among the
amenities offered to tenants. This equates to 7.2% of the buildings in the survey; rare as
compared to hotels, but nevertheless an existing facet of the market.

Washington, DC Hotel Data

According to Destination DC, the Washington convention and visitors authority, the general
outlines of the hotel market in the District are summarized as follows:

e DC has approximately 116 hotel properties, with an estimated 27,800 hotel rooms, of
which 4,635 rooms are within one mile of the Washington, DC convention Center.

e A major new convention center hotel, the Marriott Marquis, is under construction
adjacent to the Washington Convention Center. It is expected to deliver in 2014, and is
planned with approximately 1,200 rooms.

e In 2010, visitation in DC was estimated at about 17.3 million people, of which
approximately 15.5 million are domestic, and 1.75 million are international. This
represents an increase of about 5.9% over the statistics for 2009.
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e Hotel average daily rates peaked in 2008 at about $208 per room night, and declined
by about 5% in 2009 due to the recession. While they have increased to about $204
since that time, ADR’s remain below the 2008 peak.

e Occupancy rates declined slightly from 74% in 2008 to 73% 2009, but since that time
have increased to 77% through August 2011.

The following summarizes the performance of hotel statistics, as reported by Destination DC,
for the years 2007 to 2010:

HOTEL MARKET PERFORMANCE
WASHINGTON, D.C.

2007 - 2010
2010 2009 * 2008 2007 *
Total Room Inventory 9,921,036 9,862,905 9,604,991 9,604,991
Reported Rooms Used 7,351,488 7,179,188 7,088,483 7,088,483
Average Hotel Occupancy 74.1% 72.8% 73.8% 73.8%
Average Daily Rate (ADR) $201.73 $198.55 $208.45 $204.36
Revenue Per Available Room (RevPAR) $149.53 $144.61 $153.89 $150.87

Source: Destination DC; Washington.org
* The estimates for 2009 are based on 2010 figures adjusted for the annual change indicated by
Destination DC. The same is true for 2007, which is based on 2008 figures, adjusted.

The data indicate that average occupancy rates have been steady in the 73% to 74% range
during the four year period, with ADRs increasing from $204 to $208 from 2007 to 2008, but
declining to about $199 in 2009 before rebounding to $202 in 2010. According to recent
reports, ADRs have increased to about $204 thus far in 2011, with an occupancy rate of
approximately 77%.

Indicated Performance of Potential Hotel Rooms at the Subject Site

In order to evaluate the potential market for the hotel units planned for the subject, we have
considered the characteristics of existing hotels with a similar orientation in the immediate
vicinity of the Old Post Office building. The similarities reflected in these hotels reflect,
primarily, older buildings with a historic ambiance and high quality renovations, and
secondarily, location. The hotels are summarized in the table on the next page.

We have profiled nine hotels in the immediate area, totaling 2,720 guest rooms. All of the
hotels have a 4 or 5 star rating by Expedia. Seven of the nine hotels are considered to be
historic, and most were originally constructed in the early 1900s; the oldest is the Willard,
originally constructed in 1904. All, however, are very well maintained with regular upgrades,
and recent major renovations in several cases. Two of the hotels are more recent construction,
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including the JW Marriott (1984) and the Mandarin Oriental (2004). These were selected to
provide indications of the performance of hotels that incorporate a substantial amount of
meeting and banquet space in the area around the subject.

HISTORIC HOTELS - 4* AND 5* PROPERTIES
DOWNTOWN WASHINGTON, DC
SEPTEMBER 2011

Meeting Mid-Week Rates \1
Property / Location Space (SF) Yr.Blt #Rooms Low High
Willard InterContinental Washington 22,859 1904 335 $414.00  $474.00

1401 Pennsylvania Avenue, NW

Comments: Historic hotel located on Pennsylvania Ave at 14th St, NW, two blocks from the White House.
Hotel Monaco Washington DC 5,500 Ren. 2002 183 $329.00  $689.00
700 F Street, NW

Comments: Fully renovated for a 2002 opening, building listed on Nat. Register of Historic Places.
W Washington, DC 10,000 1917 317 $419.00  $569.00
515 15th Street, NW

Comments: Originally The Washington Hotel, located near McPherson Square, fully renovated for delivery in 2009.
JW Marriott Washington, DC 37,000 1984 772 $329.00  $359.00
1331 Pennsylvania Avenue, NW

Comments: Located at Pennsylvania Avenue and 14th St, NW, more recent construction style.
Hay-Adams Hotel 6,000 1928 154 $525.00  $525.00
1 Lafayette Square, 16th & H Streets, NW

Comments: Historic hotel located across Lafayette Square from the W hite House. Extensively renovated in 2002.
Sofitel Washington Lafayette Square 5,896 Ren. 2002 237 $360.00  $400.00
806 15th Street, NW

Comments: Late 19th Century building, extensively renovated. Close to McPherson Square and White House.
St. Regis Washington, DC 11,268 1926 182 $595.00  $655.00
923 16th Street, NW

Comments: High quality renovated hotel, historic building, located 16th & | Streets, NW.
Hotel Lombardy 1,606 1929 140 $299.00  $329.00
2019 Pennsylvania Avenue, NW

Comments: Boutique hotel originally constructed in 1929, located several blocks northwest of the White House.
Mandarin Oriental Hotel 21,483 2004 400 $571.00  $650.00
1330 Maryland Avenue, SW

Comments: New construction in 2004, extensive amenities, substantial meeting space.
Totals / Averages 121,612 2,720 $299.00 $689.00

13,512 $426.78  $516.67

1/ For standard rooms, last week of September 2011.

All of the hotels offer meeting space, ranging from as little as 1,606 square feet at Hotel
Lombardy, to 37,000 square feet at the JW Marriott. In addition to the meeting space, most of
these hotels have a wide range of amenities, including expansive good quality lobbies,
concierge service, fithess centers, business centers for guest use, and many have swimming
pools as well. Some have special features, such as the W Hotel which has a rooftop lounge
offering a view of the White House. All are within walking distance of Metro stations. Most offer
a range of suites in addition to standard hotel rooms.
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Advertised rates for these hotels range from a low of $329 per night, to as high as $655 per
night, with the most common rates being in the $400 to $500 per night range.
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LOCATION MAP — HOTEL COMPARABLES
Performance of the Competitive Set

The first eight hotels in the prior table have been included in an analysis of recent
performance, using statistics provided by Smith Travel Research. The Mandarin Oriental hotel
has been excluded, due to its recent construction date, and its location well south of the
subject property. The following table summarizes the performance of this group of hotels
during the six year period between 2006 and 2011 (YTD as of August):

Average Avg. Daily

Time Period Occupancy Room Rate Growth Rate RevPAR Growth Rate
2006 70.7% $250.22 $176.95

2007 77.0% $263.96 5.5% $203.24 14.9%
2008 74.6% $289.00 9.5% $215.61 6.1%
2009 75.1% $271.80 -6.0% $204.12 -5.3%
2010 76.5% $276.06 1.6% $211.26 3.5%
2011 (YTD thru Aug.) 77.6% $284.19 2.9% $220.57 4.4%
Average 2006-2010 74.9% $264.28 2.5% $197.88 4.5%
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For this group of properties, the average occupancy level has been relatively steady, ranging
from 70.7% to 77.6% during the six year period. Based on the statistics reported above from
Destination DC for the entire District of Columbia, this is superior to the market in general,
indicating that properties in locations such as the subject attract higher levels of demand. We
also note that while occupancies dipped slightly during the 2008/2009 recession, the market
has been improving in 2010 and 2011. The average daily room rate for this group of hotels
peaked in 2008 at $289.00 per occupied room night, then declined to $271.80 in 2009, and
appears to have been increasing since that time. The ADR through August 2011 is $284.19.
Overall, RevPAR (Revenue Per Available Room) peaked at $215.61 in 2008, declining to
$204.12 in 2009, but has bounced back to $220.57 through August 2011.

Analysis of results from January to August of each year from 2006 to 2011 indicate similar
general patterns, with peaks occurring in 2008, followed by a decline in 2009, and gains since
that time, in ADR, Occupancy, and RevPAR. The gain in RevPar from 2010 to 2011 is slightly
more pronounced based strictly on performance between January and August. This reflects
the typical seasonality pattern in Washington, DC, which the weaker months are typically
January, February , August, November, and December. For the January to August period,
three of the five weakest months are included. This indicates that the full year figures for 2011
may ultimately be slightly better than the indication provided for the January to August period.
These statistics are summarized in the following table:

Average Avg. Daily

Time Period Occupancy Room Rate Growth Rate RevPAR Growth Rate
Jan. - Aug. 2006 69.5% $247.92 $172.25

Jan. - Aug. 2007 78.1% $255.78 3.2% $199.80 16.0%
Jan. - Aug. 2008 76.9% $281.15 9.9% $216.13 8.2%
Jan. - Aug. 2009 77.7% $271.54 -3.4% $211.01 -2.4%
Jan. - Aug. 2010 77.7% $267.32 -1.6% $207.61 -1.6%
Jan. - Aug. 2011 77.6% $284.19 6.3% $220.57 6.2%
Average 2006-2011 76.3% $262.54 2.8% $200.32 5.1%

Conclusion

The District of Columbia enjoys strong demand for hotels, due to its status as a center of US
and world politics and government, business activities surrounding government, tourism
related to US history and museums (especially the Smithsonian), and individual demand
deriving a large and prosperous population. In addition, the area attracts a high level of
conference and meeting activity, relating to the political, government, and business activities
mentioned above.
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The subject property occupies a location close to the White House, the houses of Congress,
and many of the major departments of the federal government. It is also in the East End of
downtown Washington, which supports a very large volume of office space, including some of
the most expensive Class A space in the downtown area. Analysis of similarly located historic
hotel buildings suggests that high quality hotel rooms (4 or 5 star quality) should be able to
perform at a level which exceeds the average for Washington, DC.

Based on the information summarized above, we estimate that a fully renovated hotel, which
would have finishes, fixtures, and soft goods at a quality level of at least a four star hotel, with
amenities comparable to the hotels profiled above, could generate an average occupancy rate
of approximately 75% over the long term, with an average daily rate of approximately $325 per
occupied room night. This would result in an estimated RevPAR for a prospective hotel at the
subject site, of $243.75.
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APARTMENT MARKET ANALYSIS

Washington, DC supports a large and growing apartment market, offering a wide range of
product types, including small older walk-up buildings, mid-rise structures, and recently built
luxury high-rise buildings. Much of the newly constructed product is located in downtown
Washington, or in emerging neighborhoods such as that which supports the subject.

Downtown Submarket and Washington, DC

The following table summarizes the submarket data produced by REISReports for
Washington, DC and the Downtown / Logan Circle submarket (which includes the subject’s
location), as of 2" Quarter 2011.

REISREPORTS APARTMENT SUBMARKET ANALYSIS
DOWNTOWN / LOGAN CIRCLE SUBMARKET, AND WASHINGTON, DC
2ND QUARTER 2011

Periodic Growth Rate - Average Asking Rent *

2nd Q2011 2nd Qtr YTD 1Yr 3Yr 5Yr
Average Asking Rent
Downtown / Logan Circle Submarket $1,703 0.1% 0.3% 1.8% 3.5% 5.6%
Washington, DC $1,455 0.5% 04% 2.3% 2.3% 4.1%
Average Vacancy Rate 2nd Q 2011 YTD 1Yr 3Yr 5 Yr
Downtown / Logan Circle Submarket 3.8% 3.9% 4.9% 5.6% 6.4%
Washington, DC 5.3% 5.3% 5.8% 51% 4.7%
New Construction 2nd Q 2011 YTD 1Yr 3Yr 5 Yr
Downtown / Logan Circle Submarket 0 0 0 145 172
Washington, DC 333 172 648 1,273 1,103
Absorption 2nd Q 2011 YTD 1Yr 3VYr 5 Yr
Downtown / Logan Circle Submarket 20 30 101 187 221
Washington, DC 332 270 1,062 731 589
Absorption - Construction 2nd Q 2011 YTD 1Yr 3Yr 5 Yr
Downtown / Logan Circle Submarket 20 30 101 42 49
Washington, DC (1) 98 414 (542) (514)

* Quarterly rate for current quarter & year to date, annualized rate for prior years.

As indicated in the table, the current average rent in the submarket is $1,703 per month, which
is substantially higher than the reported average for all of Washington, DC. Rents in the
submarket increased slightly in the 2™ quarter of 2011, and have increased since the
beginning of the year, at a quarterly rate of 0.3%. While rents increased only 1.8% during the
past year, the rate of increase during the past five years has been substantial, averaging 5.6%
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per year. This is notably higher than the average annual increase for all of Washington, DC
during the same period (4.1%), which reflects an improving level of demand. However, it is
also reflective of the amount of new construction in the submarket, relative to the existing
apartment inventory.

No new apartment units have been delivered in the submarket during 2011, or during the past
year. During the prior five years, an average of 221 units per year has been delivered in this
submarket. Throughout Washington DC, however, 332 units have been delivered in the 2™
quarter, and an average of 172 units per quarter have been delivered during 2011. Absorption
has been relatively strong, in both the submarket and throughout the District, resulting in
positive net absorption, and declining vacancy rates during the past year.

Primary Competition
The following table summarizes information on five properties located in the East End area of

downtown Washington, DC. All are elevator projects which have been recently constructed or
renovated, and offer a wide range of amenities.
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Property/Location Yr.Blt No. Units Unit Type Size  Rent/Month  Rent/SF

1 Lexington at Market Square 135 Studio 525 $1,840 $3.50
400 8th St, NW One BR/One BA 639 $2,370 $3.71
Washington, DC One BR/One BA/ Den 971 $2,665 $2.74

Two BR/ Two BA 897 $2,955 $3.29
Comments: Located at 8th & D Sts, NW, 10 sty bldg, close to Pennsylvania Ave. Amenities include
fitness center, courtyard, concierge, guest suite. Garage parking $220 - $310/ month.
2 Newseum Residences 2007 135 Studio 490 $1,960 $4.00
565 Pennsylvania Ave, NW One BR/One BA 835 $2,740 $3.28
Two BR/ Two BA 1,143 $4,695 $4.11
Comments: Located on 6th Street just off of Pennsylvania Ave NW, 12 story Class A building. Amenities
include rooftop deck, concierge, fitness center, business center, lounge with
coffee bar. Garage parking reported to be $300 per month.

3 Woodward Building 189 Studio 484 $2,044 $4.22
733 15th St, NW One BR/One BA 710 $2,668 $3.76
Washington, DC One BR/One BA / Study 851 $2,900 $3.41

Two BR/ Two BA 1,025 $3,833 $3.74
Two BR/ Two BA 1,266 $3,580 $2.83
Comments: A renovation of an older 11 sty office building, located at 15th and H Sts, NW.
Amenities include a resident lounge, fitness center, business center, sundecks,
and a concierge. Garage parking $260/ month.

4 Meridian Gallery Place 2004 462 Studio / Sunroom 548 $2,008 $3.66
450 Massachusetts Ave, NW One BR/ One BA / Sunroom 772 $2,380 $3.08
Washington, DC One BR/OneBA/Den/Sunroom 1,094 $3,138 $2.87

Two BR/ Two BA 1,265 $3,543 $2.80
Comments: A new, high quality 14 story building located on Massachusetts Ave, NW, between
4th and 5th Streets. Amenities include rooftop pool and deck, clubroom,
fitness center, guest suite, and concierge. Garage parking, $195 to $275/ mo.

5 1210 Mass 2004 144 Studio 523 $2,005 $3.83
1210 Massachusetts Ave, NW One BR/One BA 694 $2,295 $3.31
Washington, DC One BR/One BA/ Den 838 $2,655 $3.17

Two BR/Two BA 1,150 $3,245 $2.82

Comments:

Totals

A good quality project located on the south side of Massachusetts Ave between
12th and 13th Streets in the East End of downtown DC. 12 story project with
no on site retail. Garage parking $195 - $250/ mo.

1,065

The complexes typically offer studio, one, and two bedroom apartments; three bedroom units
are rare in this market since the typical occupant is a single, roommates, or a couple. Unit
sizes are generally small, with studios averaging around 450 to 600 square feet, one
bedrooms ranging from about 600 to 850 square feet, and one bedroom/den or two bedrooms
range from about 850 to 1,250 square feet. These projects typically offer a wide range of
community-wide amenities, including a club house or lounge, fitness center, business center,
and some offer additional amenities such as a rooftop deck, swimming pool, game room, or

movie lounge.
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Rents: Rents are typically quite high, and range from about $2.80 to $4.20 per square foot per
month, reflecting the Washington, DC location and the smaller than normal unit sizes. Monthly
rental rates generally range between $1,850 to $2,050 per month for studios, $2,300 to $2,750
for one-bedroom units, $2,650 to $3,150 for one bedroom/den units, and $2,950 to $4,700 for
two-bedroom units. In most cases with new or recent construction, the units are submetered
for electricity and gas charges, and tenants pay for water/sewer charges as well. Landlords
typically pay for only trash removal, though this cost may be collected from tenants as well.
Concessions are not unusual in this market, and range from reductions in amenity and parking
fees, to rental concessions of up to one or two months free rent.

Conclusion

While there are not a substantial number of apartment buildings located directly in downtown
Washington, DC, those that do exist generally experience very strong demand, reflecting the
large number of downtown employees who would prefer to live close to the workplace. Most
projects of this type involve new construction, and offer a mix of studio, one, and two bedroom
units. Rents are relatively high, with most one bedrooms exceeding $2,000 per month, and
most two bedrooms exceeding $3,000 per month. On a per s.f. basis, rents range from $2.74
to $4.11 per square foot.

As indicated by the ReisReports survey, vacancies are typically quite low in the area, and
absorption normally keeps pace with or exceeds new construction.

If new apartment units were to be included in a renovation of the subject property, we would
expect that they would maintain a high level of occupancy, with vacancy and collection losses
estimated at approximately 5.0%. We would further estimate that an appropriate unit mix of
studios, one bedrooms, and two bedroom units would result in an average unit size of
approximately 800 square feet. The comparables indicate that average rents of $3.50 per
square foot would be reasonable, which would indicate an average apartment rent of $2,800
per month, plus utilities (electric, gas, water/sewer, and trash removal).
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ITE

Legal Description:

Location:

Size and Shape:

Topography:

Frontage & Accessibility:

PROPERTY DESCRIPTION

Square 0323, Lot 800 (Old Post Office)
Part of 0324, Lot 805 (Annex)

The subject site is located on the south side of
Pennsylvania Avenue, NW, at 11" Street, NW. C Street
(now closed), is located at the rear of the lots. The
property actually consists of one full Square (323) as well
as portions of Square 324 (Parcels 1, 2 and 3), which are
primarily occupied by the IRS building. The official
address of the building is:

1100 Pennsylvania Avenue, NW
Washington, DC 20004

A survey prepared by WCG Engineers is presented in the
Addenda.

The combined site totals 2.7 acres or 117,799 square feet
and is irregular (somewhat L-shaped) in shape. Based on
our examination of the survey provided by the client,
61,436 square feet underlies the Old Post Office Building,
35,313 is under the Annex, and the remainder is located
on the plaza and loading area between the buildings on
what had been 11" Street (now closed). There is no
excess land.

The site is at street grade and level

The site has 300 feet of frontage on the south side of
Pennsylvania Avenue, and 307 feet on the east side of
12" Street, NW. C Street was abandoned and lies to the
rear of Lot 323. The property is V2 block from the Federal
Triangle metro station. It is accessible from fronting
streets.
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Visibility:

Surrounding Development:

Utilities:

Soils and Drainage:

Flood Plain:

Easements & Encroachments:

Visibility of the Old Post Office site is very good due to the
site’s road frontage. The Annex has poor visibility.

Surrounding development consists of numerous 6 to 7-
story office buildings in the Federal Triangle district. The
National Mall is one bock to the south. Privately
developed office buildings are located to the north.

The site is served by public water and sewer by the
District, as well as electricity, natural gas and cable
service from private suppliers.

The scope of this analysis does not include specific tests
for adequacy of soils and drainage. We have been
informed that the water table underlying the buildings is
higher than normal for Washington, DC. As a result, it
may be difficult and more expensive to build more than
one level below grade. The existing Old Post Office
building is built upon steel pilings that are kept submerged
to avoid corrosion in air.

FEMA Flood Map 110001-0030B (11/15/85) indicates that
the subject is in flood zone C, an area outside any known
flood hazard area.

As a survey of title is beyond the scope of this report, a
precise rendering of recorded easements and
encroachments was not available. Based on a physical
inspection of the property, and on our review of a tax
map, there appears to be an easement for access to the
Annex via an open passage through the IRS building to
the west. The Department of the Interior has access to
the clock tower in perpetuity.
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Hazardous Materials:

Nuisance Factors:

Comments:

Our physical inspection did not reveal indications of any
hazardous materials which could adversely impact the
subject property. However, we are not experts in this
field, and we make no representations in this regard. In
order to completely discount the possibility of
contamination, we recommend that a full environmental
study be conducted. Our estimate of value assumes that
the building is subject to no substantial impacts due to
hazardous materials.

No significant nuisances were noted during our inspection
of the subject property.

The Old Post Office site is rectangular in shape and has a
corner location that is very desirable for commercial, high-
rise development. The portion of the site ascribed to the
Annex has an unusual shape and poor street visibility.
Any development on this part of the property would be
physically constrained by the existing IRS building that
surrounds the property to the south and east.

The property has no excess land per se. There are no off
site improvements that benefit the property. No public or
private improvements are anticipated that would affect
value.
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IMPROVEMENTS

The main Old Post Office building is one of the oldest office buildings in the District, and was
built in 1899 and most recently renovated in 1980. Its most noticeable feature is the 315 foot
tall Clock Tower which is operated and maintained by the National Park Service. The structure
contains the Congressional Bells, a gift to the United States from Great Britain, and has an
observation deck that affords excellent views of the city. The building is nine-stories tall and
features a large interior atrium with skylight extending over the entire interior. The ground
floor, mezzanine and lower level feature retail space with a food court. Most of the office
space is occupied by the National Endowment for the Arts and National Endowment for the
Humanities.

The Annex is a two-story plus basement, glass-roofed pavilion that was built in the courtyard
between the IRS and Old Post Office in 1992. It is connected to the lower retail level of the
Old Post Office, and also has exterior access to the plaza on the north side. There is a
connection to the IRS Building near 10™ Street as well. Portions of the interior were never
completed, including an area that was planned for a single screen theater on the lower level.
Due to financial problems faced by the third party developer, the annex was closed in 1995
and has been vacant for 16 years.

.- AERIAL PHOTO IOLDPOST OFFICE AND ANNEX

The large majority of the office space in the building would be considered Class B space, with
average quality finishes in offices lining the corridors. The office layout generally includes a
wide hallway surrounding the 10-story atrium with open, bullpen office (cubicle) areas and
limited private offices around the perimeter. Retail space is located around the first floor,
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mezzanine, and in the lower level food court. Two former restaurant spaces on the first floor
are gutted and vacant.

A summary of building areas is shown in the table below:

Old Post Office
Main Bldg Annex Combined

GBA 414,691 100,735 515,426
Net Rentable Area
Office 2-8 \Note 1 210,803 210,803
NEA Ground Floor 5,492
Retail 39,688 50,277 89,965
Food Court 8,916 8,916
Total NRA 264,899 50,277 315,176
Land Area (SF) 61,436 56,363 117,799

Note 1: Includes all usable, corridor, and core space.

Note that we have excluded the 9" floor in the Old Post Office from the usable area. This level
has no windows, poor access (only one small elevator and the stairs), and no cooling. Most of
the space is used for mechanical (heating and cooling) equipment. In a redevelopment
scenario, this floor could be changed and made usable, but it is not included for the values
assuming continued GSA occupancy. It is included in the GBA.

The net rentable area for the Annex is only for the demised retail spaces, and excludes the
circulation area.

A description of the general building systems of the Old Post Office is contained below, and
sample floor plan is shown in the Addenda.

Year Built: 1899 (Old Post Office)
Building Area: 414,691 SF GBA; 264,899 sf NRA
Estimated Market NRA: We have excluded the 9™ floor area from usable and net

rentable square footage. The rooms on this level have no
windows and are primarily used to house mechanical
systems. In addition, only one small elevator provides
access to the ninth floor (from the eighth floor). This
space is not marketable, in our opinion.
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The client for this assignment requires that we use a
specific methodology to estimate the rentable area of the
building; i.e., that we begin with the estimated usable
area, and adjust upward by a market oriented core factor,
to indicate a market oriented net rentable area. For office
buildings in downtown Washington, DC core factors, i.e.
interior common areas which may be used by tenants but
are not within demised suites, typically range from 10% to
15%, with a commonly accepted average of 12% to 13%.

The subject has unusually wide corridors for circulation on
Floors 2-8. These corridors, which are included in the
NRA listed above, total 63,841 square feet, or 30.2% of
the rentable area. This is significantly higher than what is
typically found in the market.

During our inspection of the property, we noted that the
occupying agencies used portions of the corridors to
display artwork and historic exhibits related to their
missions. Thus, about 30% to 40% of the corridors could
be called part of the tenants’ usable area. Based on this
analysis, we estimate market oriented NRA for the office
space using a 25% core factor as follows:

Market NRA (Office)
Total Rentable Office 216,295

Less Corridors (63,841)
Less Core: (7137)
Tenant Usable: 145,317
Core Factor 25% 36,329

Net Rentable Area 181,646

The retail space on the lower, mezzanine, and first floor
levels totals 39,688 square feet. This includes an 11,019
square foot section that has been vacant for 15+ years. It
is located on its own level, separated from the rest of the
Mezzanine, and only has access via a staircase. It is
located at the back of the building. In our opinion, this
should not be included as leasable space, and would
remain vacant. Market oriented retail NRA is shown
below:
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STRUCTURAL SYSTEMS

Foundation, Frame, & Floors:

Roof Structure & Covering:

Exterior Walls:

Ceiling Height:

Elevators:

Market NRA (Retail)

Food Court 8,916
PA Ave Restaurant 10,884
Interior Retail 28,804
Less: Unleasable (11.019)
Total 37,585

Submerged pilings form the support for the building. It has
an internal steel frame with five foot thick self-supporting,
granite block exterior walls. Floors are wood subflooring
with marble tile in the common areas and wood floors
(carpeted and exposed) in the office space.

The property manager reports that the steel beams that
support the steps and entrance on Pennsylvania Avenue
need replacement. The estimated cost is $445,000.

Combination slate shingles and flat roof with built-up
structure. There is a glass skylight over the large central
atrium. The manager reports there are many leaks in the
skylight which needs major repairs of $1,035,000.
Continued maintenance and repair of the slate roof is
required.

Exterior walls are self-supporting granite with ornamental
arches, turrets, and parapets. Management reports that
the exterior walls need immediate repairs at a cost of
$2,520,821.  Fenestration includes single-pane, truly
divided windows in wooden frames. Most have peeling
paint on the exterior and rotted frames. These need to be
replaced with other windows that will conform to the
historic requirements for the building. The cost estimate is
$2,766,952.

The first floor has 25 foot ceilings, and ceilings are 13-16
feet on floors 2-9.

The building includes a total of eight passenger elevators
(2,500 Ib capacity). Two banks (five cabs) connect the
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Stairwells:

MECHANICAL SYSTEMS
Heating and Cooling:

Electrical and Lighting:

Restrooms:

main floor with office levels 1-8. These were renovated
and upgraded in the last two years and are in good
condition. One older elevator connects the eighth and
ninth floors, and there is one vacant elevator shaft linking
these floors. Most of the ninth floor space is used for
mechanical systems and storage and does not have
exterior windows, has no HVAC, and is thus undesirable
for office use in its current configuration. In addition to the
elevators servicing the office floors, the NPS operates a
glass enclosed elevator that runs from the basement (food
court) to the ninth floor, providing access to the Clock
Tower elevator and Observation Deck.

The building has five interior staircases serving all floors
of the building. A grand open staircase links the food
court with the mezzanine and first floor retail.

The HVAC system is dependent on steam and chilled
water from the adjacent IRS building. Retail tenants in the
OPO have a separate chiller for air conditioning that was
replaced within the last two years. If redeveloped, a new
HVAC system would be required for the building. Under
Value Scenario #3, assuming continued federal
occupancy, we have assumed the building will continue to
receive steam and cold water from the IRS building.

There is abundant power to the building, but management
reports the switchgear is in need of near-term
replacement at a cost of $1,650,000. Lighting is primarily
provided by recessed florescent fixtures in the ceiling, with
incandescent fixtures added in certain areas. There is an
emergency generator with underground diesel fuel tank
for emergency lighting, but it has insufficient capacity to
operate the elevators.

The building includes 2 restrooms per floor on Floors 2-8,
most of which are not ADA accessible. The food court
has two common lavatories for customer use. Some
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Fire Protection:

Security:

Interior Finishes:

Parking/Loading:

AGE AND CONDITION

Actual/Effective Age:

Economic Life:

tenant spaces, such as the executive offices, have private
bathrooms for the occupants.

The building is fully sprinklered, and is served by a fire
alarm system with pull stations and smoke detectors.

Building security is provided by video cameras located
around the perimeter of the building, and at key points in
the interior. There are guard stations at each entry point.

There are three lobbies on the north, east, and west sides
of the building which feature marble floors and columns
and chandeliers. Office finishes are basically painted
drywall or plaster walls, acoustical tile or plaster ceilings,
and carpet or wood floors. Some offices and conference
rooms have more elaborate wood paneling on the walls,
but most spaces are basic.

There is a loading dock with room for four vehicles on the
south side of the building. Unmarked parking for seven
cars is possible at the rear. The lack of on-site parking is
not a significant detractor for the property, as there is an
abundance of garages nearby, and Metrorail access is
within 2 block of the property.

Effective age is defined as the age of the structure given
the physical condition and utility of the improvements.
Considering that the subject is over 110 years old and has
significant deferred maintenance, the effective age of the
improvements is estimated at 40 years.

Based on the design and construction quality, its total
economic life is estimated at 60 years. The estimated
remaining economic life of the building, therefore, is 20
years.
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Annex Improvements:

The Annex was built in 1992 and has 100,735 square feet
of GBA on three levels. Net rentable area is reported to
be 50,277 square feet, excluding mechanical areas and
circulation corridors. About 25% of the basement area
was never finished and had been planned for use as a
theater. A portion of the basement was reportedly flooded
in the past, but there is no current evidence of water
infiltration or flood damage.

The building has a steel frame and block construction with
a glass atrium roof. The roof has numerous leaks and
needs constant repair, per the property manager. Retail
spaces are located on the south and north sides of the
building, with a central glass-roofed atrium. A walkway
from the lower level food court of the Old Post Office
connects with the ground floor of the Annex. Exterior
entrances lead to the 11" Street plaza next to the Old
Post Office, and the east side of the building at the IRS
entry. The Annex has an interior escalator, two
staircases, and one hydraulic elevator serving the three
levels. Common floors are marble or tile. Most of the
retail spaces have glass storefronts but a shell interior
with concrete slab floors. According to the property
manager, there are no functioning HVAC units so service
would have to be reestablished within the building. There
is one set of public restrooms. Due to the long-term
vacancy of the property, and shell condition of most retail
spaces, effective age of the annex is estimated to be 30
years, with a remaining economic life of 20 years. Actual
age is 19 years.

In estimating the potential market NRA for the building
assuming back office use, we have started with the gross
building area and deducted the loading dock area. Most
office buildings have an efficiency ratio of 90%. Due to
the atrium and staircases in the subject, we have
employed a lower efficiency ratio of 75%. On the lower
and main level, it should be possible to extend the front
walls of the rentable suites further into the corridors, or
even finish the whole lower level for one tenant’s use.
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The calculation is shown below:

Market NRA (Annex)

GBA 100,735
Less Loading Dock (2,500)
Net Interior 98,235
75% Efficiency (24,559)
Net Rentable 73,676

Summary of Valuation Considerations

Clearly, the two buildings suffer from some significant deferred maintenance that has resulted
from the long-term vacancy of the Annex, and delays in performing needed repairs to the Old
Post Office pending a transfer of the property to a private developer. Under Value Scenarios 3
& 4, which assume continued federal occupancy, we have made deductions for the tenant
improvements that would be required to lease vacant space in both buildings. In addition, we

have made deductions for urgent capital repairs as follows:

Item

Install HVAC to Annex\1
Replace Switchgear
Skylight Repairs
Exterior Windows
Exterior Wall Repairs
Miscellaneous\2

Steel Beams at PA Ave
Total

With 20% Profit
Rounded

Old Post Office

$1,650,000
$1,035,000
$2,766,952
$2,520,821
$0
$445.000
$8,417,773

$10,101,328
$10,100,000

1\ Estimate for equipment for 350 ton capacity
@ $2,000/ton from MVS, Section 53, PP 4 & 5

Other costs from ABP.

Annex
$875,000

$250,000

$503,675

0
$1,628,675
$1,954,410
$1,950,000

2\ Demise from IRS, misc electrical and elevator @ $5/sf

The two vacant restaurant spaces in the Old Post Office will require an estimated $20 per
square foot to provide a vanilla shell finish, plus additional Tl to secure a restaurant tenant.

The remaining office and retail space in the Old Post Office is leasable, as-is.
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The Annex has been vacant for over 15 years. In addition to the HVAC equipment
replacement, it will need additional improvements to be made usable. Based on the condition
of the property, we estimate a first generation Tl of $35 per rentable square foot for this
building, assuming continued federal occupancy. First generation tenant improvements for
new Class A office buildings are typically $70 to $90 per square foot in the CBD and East End.
These amounts are to build the space out from shell. The highest amount is for high quality
space with a “law firm finish”. The subject is not a Class A building. However, it will require
some reconfiguration, new demising walls, floor covering, and some ceilings. An allowance of
$35/sf, plus the cost of new HVAC equipment, skylight repairs, and miscellaneous system
repairs, should suffice. The resulting finish will be appropriate for “vanilla” below grade office
use.

In addition to the physical obsolescence noted above, both buildings have functional
obsolescence as well. The wide corridors in the Old Post Office diminish the usable area of
each floor. The ninth floor of this building is not rentable due to inadequate elevator access
and a lack of windows. The large atrium area also increases energy costs for the building.
Finally, some areas on the mezzanine level are not suitable for retail use, as improved. The
Annex is somewhat of a “white elephant” for downtown Washington, DC. Its poor visibility
make it unsuitable for retail use, and it was never fully leased. Its design is only suitable to
“back office” office use, if occupied by the federal government. As shown in the HBU and
sales comparison approach in Part 2 of this appraisal, the improvements would most likely be
demolished to make way for new development.
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ZONING

As shown on the following zoning map provided by the District of Columbia Zoning Office, the
subject site is unzoned. Property on the north side of Pennsylvania Avenue is zoned DD/C-5.
To the east of 10" Street, the zoning DD/C-4.

SQ. 349

Annex
g12

5Q. 324

Federal Tharle

This C-5 PAD district is designed to accommodate important sub-centers supplementary to the
Central Business District. The C-5 district is designed to support high density development,
including office, retail, housing, and mixed use development. Uses allowed within this zone
include various office, retail and service establishments, as well as various residential and
mixed use developments, to a high density. The development standards established for the C-
5 zone include the following:

Maximum Building Height: 130 feet; can be increased to 160 feet if height in excess of 130
feet is set back an additional 50 feet from Pennsylvania Avenue

Maximum FAR: 10.0; can be increased to 12.0 if certain public amenities are
provided (bonus density)
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Maximum Lot Occupancy: 100%

Rear Yards: 12 feet
Side Yards: None required, but 6 feet if one is provided
Parking: In C-5 district, none required for office or retail use. For hotels,

one space per 8 rooms; for residential, one space per 4 units.
Parking may be reduced 25% for properties within 800 feet of a
Metrorail station, like the subject. According to Section 2120.3 of
the Zoning Code, historic structures are exempt from the
requirement to provide additional parking as the result of a
change in use unless the gross floor area of the historic resource
is increased by 50% or more.

Furthermore, the Downtown Development District Overlay extends to the north side of
Pennsylvania Avenue. The overlays include the Arts District and Pennsylvania Avenue
Development District (PADD). The Arts District strives to promote places for the creative arts,
with a focus on the E and 7" Street Corridors. It would have minimal impact on the subject.
The PADD was instituted to regulate the height of buildings along Pennsylvania Avenue
between 10" and 15" Streets, preserve the role the avenue plays as a link between the White
House and U.S. Capitol, and encourage a mix of retail, entertainment, office, and other uses.
Encouraged within the PADD are open arcades, enclosed pedestrian space, through square
connections, theaters, residences, and closed courts. Up to 2.0 bonus density FAR may be
granted as an incentive to create these public uses in the C-5 zone. New development on the
property, if vacant, would likely be subject to these regulations. Note: The property is not
designated to either send or receive Transferable Development Rights (TDRs).

Implications for the Subject

The property is currently not zoned, but adjacent to the DD/C-5 zone on the north. That would
be the most likely zoning for the property, if converted to private ownership. We have
considered the following densities achieved on the north side of Pennsylvania Avenue,
between 10" and 13" Streets (C-5 zoning).

Address NRA Stories FAR
1001 Pennsylvania Ave 756,412 14 8.81
1111 Pennsylvania Ave 331,074 14 11.1
1201 Pennsylvania Ave 425,000 11 8.34
1101 Pennsylvania Ave 219,627 13 10.29
1275 Pennsylvania Ave 216,900 13 11.58
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The largest sites appear to have achieved lower FARs due to the need to prevent “massing”
enormous floor plates which are not as marketable. The average achieved density is 10.02.
The Old Post Office Pavilion parcel is 61,436 square feet, which is larger than most of the
building sites and most similar to 1001 Pennsylvania Avenue. Due to its rectangular shape,
we estimate it could physically support an FAR of 9.0 in an 11 to 13 story building. This would
equate to a GBA of 552,924 square feet, rounded to 550,000 square feet.

However, the Annex has an unusual shape and is essentially the “donut hole” in the IRS
Building courtyard. In order to have exterior windows, some setback from the existing IRS and
Old Post Office Pavilion buildings would be required. Based on an examination of the
achieved Annex footprint of +/-36,500 square feet, which abuts the IRS Building, it would
appear possible to build a +/-8-story building with a +/-15,500 to 23,850 square foot footprint
that incorporates Parcels 1, 2, and 3 but has a 30 to 50 foot setback from adjacent buildings to
allow for fenestration on four sides. (See detailed discussion in the highest and best use
for Part 2 of the valuation. Scaled footprint is in the Addenda).

For purposes of the valuation of the Annex land as-if vacant in Scenario 1, we have estimated
a potential maximum FAR using the 20,000 square foot building footprint and an eight-story
building. This would equate to a potential FAR of 160,000 square feet. As detailed in the
highest and best use analysis in section 2 of the valuation, this is a reasonably probable
estimate of likely density for the site.

As built, both the existing Old Post Office building and the Annex are a legal, non-conforming

use in the C-5 zone, due to a lack of a rear yard setback and the height of the tower on the Old
Post Office. The improvements could be replaced in the event of a casualty loss.
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REAL ESTATE ASSESSMENT AND TAXES

Real estate tax assessments for commercial property in Washington, DC are issued by the
District on January 1 of each year, and theoretically represent the full cash value of each
property. The current assessment for the Old Post Office is summarized below. There is no
separate assessment for the Annex, as it is physically part of the much larger IRS
headquarters and included in that assessment.

Land $79,663,250
Building $75,956.940
Total $155,620,190

The tax rate is $1.65 per $100 of assessed value on the first $3,000,000, and $1.85 per $100
for the remainder. Buildings which are owned by the United States Government are not subject
to real property taxation in Washington. Under private ownership, the property would be
subject to real property taxes. We considered the following tax comparables:

Address GLA Assmnt Asst/SF  Class Comment

441 4th St, NW 563,137 $208,532,470 $370.31 C

555 4th St, NW 345,776 $124,621,960 $360.41 C

529 14th St, NW 490,960 $115,624,620 $235.51 B June 2011 Sale $167,500,000
700 14th St, NW 224,873 $72,003,550 $320.20 B 1917/1989 Ren

1101 PA Ave, NW 219,621 $177,417,220 $807.83 A Sold $177,951,012 in 2010
Old Post Office 250,716 $155,620,190 $620.70 B

We would note that the assessment for 1101 Pennsylvania Avenue increased 78% in the year
following the sale of the property. We would expect the assessment for 529 14" Street to
increase substantially next year as well, as the District tends to reassess property after a sale.
The subject assessment appears to be out of line with the comparables, considering the
relatively low effective usable area and low achievable rents. Based on the comparable data,
we estimate a market assessment of $300 psf for the Old Post Office for use in the stabilized
income approach, assuming continued federal occupancy. For the Annex, a lower value of
$165/sf is reasonable based on the stabilized income approach value as if leased to the
government. Stabilized real estate taxes would be as follows:

Old Post Office Annex
NRA 219,231 73,676
Assmnt/SF $300.00 $165.00
Assessed Value $65.800,000 $12,200,000
Taxes $1,211,300 $219,700
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THE APPROACHES TO VALUE

The following sections of this report analyze the general and specific data that has been
gathered using the three traditional approaches to value -- the Income Approach, the Sales
Comparison Approach and the Cost Approach. The value indications derived from these
approaches are then reconciled into a final indication of value for the subject -- consistent with
the purposes of this appraisal.

Due to the number of value scenarios requested by the client, we have divided the report into
two parts. Part | includes the valuation of the land as if vacant (Scenarios 1 & 2), and the
market value assuming continued occupancy by the federal government “as-is” (Scenarios 3 &
4). Since these values do not reflect the long-term highest and best use of the property, they
are treated differently from the market value of the entire property “As-Is” at its highest and
best use to a typical market investor (Scenario 5). This final value estimate and in depth
highest and best use study is contained in Part 2 of the valuation section of the report.

The Income Approach to value is based on the principle of anticipation and the premise that
the value of a property is the present worth of future benefits. This approach involves the
analysis of potential income to the subject, taking into account existing leases (if applicable)
and market rents. The costs of ownership, which must be incurred to generate that income,
are also analyzed and an appropriate capitalization technique is then formulated to derive an
indication of value for the subject at the valuation date. The approach is applicable to
estimating market value under Scenarios 3 & 4 (continued federal government occupancy).

The Sales Comparison Approach is based primarily on the principle of substitution and is
premised on the idea that an informed and prudent rational purchaser would pay no more than
the cost to him of acquiring a similar, competitive property with the same utility. This approach
assumes there is an active market for properties similar to the subject and that the prices paid
for similar competitive properties, which represent bone-fide arm's-length transactions, are
indicative of the most probable sale price for the subject, as of the valuation date. In this
approach, salient characteristics of the subject property are identified and compared with
recent sales of properties similar to it. Differences between the comparable sales and the
subject are adjusted to the subject, based on market evidence, and the adjusted sales prices
are correlated into an indication of value, as of the valuation date. This approach is applicable
to all five value scenarios.
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The Cost Approach is founded on two basic principles, substitution and contribution. The
principle of substitution uses the premise that an informed purchaser will pay no more for a
property than the cost of producing a substitute property with the same utility. Contribution
holds that the present worth of the improvements is a measure of their contribution to total
property value -- in addition to the estimated value of the site. Under this approach, the value
of the site is added to an estimate of the replacement cost of the improvements, less a
deduction for physical deterioration, functional obsolescence, and external obsolescence. Due
to the age of the existing improvements and extensive amounts of physical and functional
obsolescence, the approach is not applicable to any of the value scenarios. Costs to
redevelop the property are considered as part of the highest and best use analysis.
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Part |
Value Scenarios 1-4
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HIGHEST AND BEST USE’®

An analysis of Highest and Best Use results in a judgment of the most profitable long term use
for a given property. HBU is a key concept in the valuation, marketing, or use of real estate,
because it identifies that use which generally results in a property's highest value in the
market.

Appraisers judge HBU through an series of analyses, each designed to identify and eliminate
unprofitable uses. The analysis begins with a very basic test: Legal Permissibility. This
analysis identifies those legal uses to which a property may be put, and recognizes that uses
which are not legally permissible cannot be profitable over the long term. Legally permissible
uses are defined primarily by zoning laws, but are also limited by historic preservation,
easements, contracts, and other binding agreements. The subsequent analyses consider only
those uses which are legally permissible.

Once the legally permissible uses are defined, the appraiser considers the physical limitations
of the site and its improvements. Under the analysis of Physical Possibility, uses which may
be legally permissible but which cannot be physically accommodated by the real estate are
eliminated from consideration as the Highest and Best Use. Physical limitations may be
related to the site, e.g. accessibility, flood plain, and topography; or to the improvements, e.g.
building size and design. Typically, the legal and physical tests cull the range of potential uses
down to a small number.

The remaining uses are then tested on the basis of Financial Feasibility. To be considered a
financially feasible use, the use must be profitable to the extent that net income produced,
after operating expenses are deducted from gross income, is sufficient to return an acceptable
yield to invested capital. Invested capital may include the purchase price for the property
under consideration, plus any additional investments required.

If the feasibility analyses result in more than one legal, physically possible, and financially
feasible use, the HBU conclusion is based on consideration of Maximal Profitability. Simply
put, among the financially feasible uses, that use which is most profitable is judged to be the
Highest and Best Use, because it should result in the highest attainable value in the market.

* The Appraisal of Real Estate, The Appraisal Institute, Tenth Edition, 1992.
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Considerations for the Subject

Due to the specific client requirements for Value Scenarios 3 & 4, the highest and best use
analysis is restricted to consider continued occupancy of the buildings “as-is”. This is not the
same highest and best use of the property absent the legal restriction of continued occupancy
by the federal government. For the sites as if vacant, we have also been asked to analyze the
land under the assumption that the sites could be developed to a density similar to those seen
on nearby properties with the same zoning (Value Scenarios 1 & 2).

HIGHEST AND BEST USE OF THE SITE AS THOUGH VACANT
Legally Permissible

The site is not zoned, but would most likely be zoned DD/C-5 based on the zoning located on
the opposite side of Pennsylvania Avenue. Allowable uses include office, retail, residential,
and hotel. For purposes of valuing the land as if vacant, we have assumed the sites could be
developed to a density similar to that achieved by privately owned properties on the north side
of Pennsylvania Avenue. These range from 8.3 to 11.6, and 9.0 to 10.0 appears likely (legally)
for the subject sites.

Physically Possible

The Old Post Office site has good frontage on three roads and any of the allowable uses
would be possible. The Annex parcel is mid-block with poor road frontage. While less
desirable than the Old Post Office site, any of the allowable uses would still be physically
possible. Surrounding uses are government office buildings on the south side of Pennsylvania
Avenue. On the north side, all buildings also feature Class A office with ground floor retail
space. That would be the most likely physically probable use on the subject sites as well. As
described in the Zoning Section of the report, the Old Post Office parcel could achieve a
density of 550,000 square feet, representing an FAR of 9.0. Due to physical constraints on the
Annex portion of the property, and need to maintain setbacks on all four sides of the building,
an eight-story, 160,000 square foot building appears to be the most probable density.
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Financially Feasible

As discussed in the Market Section of the report, office vacancy rates in the subject’s market
area are low, and office rents are among the highest in the region in the East End. Clearly,
office use would be feasible, including retail use on the first floor. Both hotel and residential
use are considered feasible as well, considering that there are active and healthy markets for
both types of property in the CBD.

Maximally Profitable

Of the legal, physically possible, and financially feasible uses, it is our opinion that office use
with first floor retail space is the maximally profitable use, and therefore highest and best use.
These uses not only enjoy strong demand in the local market, they are the most common uses
in the DD/C-5 zone to the north of the property, and are most compatible with surrounding
development. While there is sporadic hotel and residential development within downtown
Washington, DC, office is by far the preferred land use in the area. As will be shown in the
detailed HBU in Part 2 of the appraisal, these alternate uses also generate a lower return to
the land than do office and retail. Based on these patterns observed throughout downtown,
office and retail development would be expected to generate the highest profitability and return
to invested capital over the long term. This is the highest and best use of each site, if vacant.

HIGHEST AND BEST USE AS IMPROVED

Analysis of the HBU of a property as-is, or as currently improved, establishes the use factors to
be considered in the valuation. In most cases, the current use of a property is also its highest
and best use. For Value Scenarios 3 and 4, the client has specifically requested that we
provide a value estimate under the special assumption that the federal government maintains
their occupancy at market rent and occupancy levels. Thus, we have excluded any analysis of
redevelopment of the properties with an alternate use, or demolition.

The current use of the Old Post Office (office with retail) is legally allowed and physically
possible. However, the building requires a large amount of maintenance and capital repairs
which results in negative NOI each year. Energy use is high due to the age of the systems.
The office space is configured in such a way that it is not suitable for modern users. This
results in a lower achievable rent for the office space than for more modern buildings. As a
result, continuing to operate the building as-improved is not maximally profitable. A detailed
HBU study is presented in Part 2 of the appraisal; for Value Scenario 3, we have assumed
continued occupancy as-is.

64



METZBOWER, WATTS & HULTING

The Annex has been vacant for over 15 years. It was designed for 100% retail occupancy, but
this proved unfeasible. The building has poor visibility, and would likely not accommodate any
retail space if operated on its own. Connected to the retail level of the Old Post Office, it may
be possible to reopen a portion for retail use. The building is otherwise physically suited to
“back-office” operations, storage, or possibly a small museum or conference space for the
government tenants in the Pavilion. Achievable rents would be lower than for space with
superior visibility. The HBU of the property under the specific hypothetical assumption of GSA
occupancy would be for “back-office” or perhaps museum and exhibit space tied to tenancy in
the Old Post Office. Either use would command rents similar to those achieved in lower levels
of downtown office buildings.
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LAND VALUATION

We have been requested to estimate the market value of the land underlying the Old Post
Office, and the Annex, assuming they were vacant and could be developed to the highest
density under the potential zoning. As discussed in the Zoning section, the most likely zoning
would be DD/C-5, which is the zoning on the north side of Pennsylvania Avenue. As shown by
the achieved FAR on the north side of Pennsylvania Avenue, it appears that an FAR of 9.0
could be achieved on the Old Post Office site, which is the basis for the land value. As
discussed in greater detail in Part 2, 160,000 square feet would be legally allowable and the
most likely physically possible development size for the Annex site.

To estimate the land value for the subject property, recent sales of similar sites from within the
local market were investigated and compared to the subject site based on those factors which
affect value. In this market prices may be expressed on a per acre basis, a per square foot
basis, or a per FAR foot basis; For this appraisal, we have compared sales on the basis of
price per FAR foot. The recent land sales selected for this exercise are detailed on the
following pages.

LAND SALES MAP
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Property Identification
Record ID

Property Type
Property Name
Address

Tax ID

Sale Data
Grantor
Grantee

Sale Date

Deed Book/Page
Financing

Sale History
Verification

Sale Price
Demolition
Adjusted Price

Land Data
Zoning
Topography
Utilities

Land Size Information
Gross Land Size
Actual/Planned Building SF
Indicators

Sale Price/Gross Acre

Sale Price/Gross SF

Sale Price/Planned Bldg. SF

1921

Commercial Land, Office
AAMC Headquarters
601-625 K Street, 616-640 NY Ave, NW, Washington, Washington
D.C. 20001

Square 451, Multiple Lots

Jemal's 50 Wysocki, Kim & Hodges LLCs
Association of American Medical Colleges

August 30, 2011
2011-090111

Bond Financing-Third Party
Assemblage-2000-2007
Deed, Grantee

$63,480,000
$250,000
$63,730,000

DD/C-2-C
Level, Improved
Public

1.014 Acres or 44,170 SF
285,000

$62,869,822
$1,442.83
$223.61
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Land Sale No. 1 Continued

Remarks

This is an assemblage of 22 tax parcels that make up the entire square bounded by 6th Street on the east,
New York Avenue to the north, 7th Street to the west, and K Street on the south. The location is just east
of Mount Vernon Square and the Washington Convention Center. The main portion of the property was
sold by Douglas Development ($57,830,000), which assembled the parcels from 2000 to 2008 under three
separate entities. Other sellers include Stancil & Holder ($1,550,000), Basiliko & Swagart ($3,500,000)
and 628 New York Ave LLC ($2,000,000). The buyer plans to develop a 285,000 square foot
headquarters office building. The lots are improved with parking lots and old, one to two story
commercial buildings of little to no value, and which must be cleared for redevelopment of the property.
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 Pending Land Sale No. 2

Property Identification

Record ID 1920

Property Type Commercial Land, Office

Property Name Corcoran Gallery Parcel

Address SWC 17th and New York Ave, NW, Washington, Washington D.C.
20006

Tax ID Square 0171, Part of Lot 34

Sale Data

Grantor Corcoran Gallery of Art

Grantee Carr Properties

Closing Date October 14, 2011

Property Rights Fee Simple

Verification Eric Berkman, broker; Previously Appraised by MWH

Contract Price $24,800,000

Cash Equivalent $24,800,000

Land Data

Zoning SP-2

Topography Sloping, finished

Utilities Public

Land Size Information
Gross Land Size 0.372 Acres or 16,184 SF
Actual/Planned Building SF 124,000

Indicators
Sale Price/Gross Acre $66,750,371
Sale Price/Gross SF $1,532.38

Sale Price/Planned Bldg. SF $200.00
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Pending Land Sale No. 2 Continued
Remarks
The seller in this transaction owns a museum and college of art on the site, and the land to be conveyed
consists of the current parking lot that wraps around the rear of the gallery. They initially began to
explore a ground lease or sale of the FAR in 2007, and had a LOI with The American Enterprise Institute,
but never reached agreement on the price prior to the financial crisis in 2008. In late 2010, Carr
Properties agreed to a long-term ground lease based on an FAR value of $200/ft. The Corcoran then
decided to take the lease to market, and Carr Properties entered into an agreement to buy the site outright.
The parties have created a separate tax parcel that will be recorded contemporaneously with the closing of
the sale in October 2011. The grantee plans a speculative office building with three levels of below grade
parking on the site. The building will have views of the Executive Office Building and is located less than
a block from the West Wing of the White House.
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Property Identification
Record ID

Property Type
Address

Tax ID

Sale Data
Grantor
Grantee

Closing Date
Deed Book/Page
Property Rights
Marketing Time
Financing
Verification

Contract Price
Upward Adjustment
Adjusted Price

Land Data

Zoning

Topography

Utilities

Shape

Land Size Information

Gross Land Size
Actual/Planned Building SF

Indicators

Sale Price/Gross Acre

Sale Price/Gross SF

Sale Price/Planned Bldg. SF

1836

Office
1200 17th Street, NW, Washington, Washington D.C. 20036
Square 160, Lot 809

National Restaurant Association
First Potomac/ Akridge

October 01, 2011

N/A

Fee Simple

56 months

Third Party

Broker

$39,600,000
$470,000 Demolition
$40,070,000

DC/C-4
Level
Public
Irregular

0.391 Acres or 17,013 SF
170,000

$102,595,027 Adjusted
$2,355.26 Adjusted
$235.71 Adjusted
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Pending Land Sale No. 3 Continued

Remarks

This is the pending sale of a 1964 vintage, 94,000 square foot office building that is to be demolished and
redeveloped with up to 170,000 square feet of office space. We have factored in a demolition cost of $5.00
per square foot. The site is located in the CBD at the NWC of 17th and M Streets, NW.
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Land Sale No. 4

Property Identification
Record ID

Property Type
Address

Tax ID

Sale Data
Grantor
Grantee

Sale Date

Deed Book/Page
Verification

Sale Price

Cash Equivalent
Upward Adjustment
Adjusted Price

Land Data
Zoning
Topography

Land Size Information
Gross Land Size
Actual/Planned Building SF

Indicators

Sale Price/Gross Acre

Sale Price/Gross SF

Sale Price/Planned Bldg. SF

1351
Commercial Land, Office

635 Massachusetts Ave, NW, Washington, Washington D.C.

0484W-0021

National Public Radio
Boston Properties
September 26, 2008
2008-101241

Broker for sale

$119,475,600 See Comments
$119,476,000

$1,000,000 Demolition
$120,475,600

DD/C-3-C
Level, Finished

1.035 Acres or 45,084 SF
450,840

$116,403,095 Adjusted
$2,672.25 Adjusted
$267.22 Adjusted
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Land Sale No. 4 Continued
Remarks
The property is currently improved with a 1968 vintage, 152,000 square foot office building that is owner
occupied. It was selectively marketed to local developers. As part of the condition of sale, the selected
purchaser will develop a replacement headquarters for the seller on a site they recently bought on North
Capitol Street, and the seller will leaseback their existing building for 2-3 years. Though the buyer can
expect a GC profit for the construction of a replacement building, the return on this land purchase will be
low, at only +/-5%. The broker believes these factors offset each other. Other market participants feel the
buyer paid a premium, as it was noted that the deal closed just after the financial crisis hit, and the buyer
probably would have walked away if not for the leaseback and new building provisions. The site occupies
an entire block east of Mount Vernon Square, on the north side of Massachusetts Avenue between 6th and
Tth Streets, NW.
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Location

Sale Date

Land Area (SF)
SF-FAR

Indicated FAR Density
Zoning

Offsite Costs
Property Rights Conveyed
Financing
Consideration
Additional Costs
Total Consideration
Price Per SF-FAR

Transaction Adjustments
Property Rights Conveyed
Adjusted Price

Financing
Adjusted Price

Conditions of Sale
Adjusted Price

Market Conditions
Adjusted Price

LAND SALES COMPARISON ANALYSIS

OLD POST OFFICE SITE-IF VACANT

SEPTEMBER 2011

Comp 1 Comp 2
K, NY, 7th Street 17th St/NY Ave

East End CBD

Washington, DC

August 2011
44170
285,000
6.45
DD/C-2-C
None
Fee Simple
Cash to seller
$63,480,000
$250.000
$63,730,000
$223.61

0.0%
$223.61

0.0%
$223.61

0.0%
$223.61

0.0%
$223.61

Comparative Characteristics Adjustments

Location/Cornering
Physical Characteristics
Topography
Shape
Site/Project Size
Development Costs
Zoning/Use

Net Comparative Adjustment

Adjusted Price/FAR foot

Range After Adjustments:
Adjusted Average
Adjusted Median

Indicated Subject Value
Subject Projected Density
Indicated Value - As If Vacant
Rounded

5.0%

0.0%
0.0%
-10.0%
0.0%
0.0%
-5.0%

$212.43

Lowest
$200.00
$210.20
$208.43

$210.00
550,000
$115,500,000
$115,000,000

Washington, DC

October 2011
16,184
124,000
7.66

SP-2

None

Fee Simple

Cash to seller
$24,800,000
$0
$24,800,000
$200.00

0.0%
$200.00

0.0%
$200.00

0.0%
$200.00

0.0%
$200.00

10.0%

0.0%
0.0%
-10.0%
0.0%
0.0%
0.0%

$200.00

Highest
$223.92

Per SF-FAR
SF/FAR

Comp 3

1200 17th St
CBD
Washington, DC

October 2011
17,013
170,000
9.99

C-4

None

Fee Simple

Cash to seller
$39,600,000
$470.000
$40,070,000
$235.71

0.0%
$235.71

0.0%
$235.71

0.0%
$235.71

0.0%
$235.71

5.0%

0.0%
0.0%
-10.0%
0.0%
0.0%
-5.0%

$223.92

Comp 4

635 Mass. Ave, NW
East End
Washington, DC

Sept 2008
45,084
450,840
10.00
DD/C-3-C
None

Fee Simple

Cash to seller
$119,475,600
$1.000.000
$120,475,600
$267.22

0.0%
$267.22

0.0%
$267.22

-10.0%
$240.50

-15.0%
$204.43

5.0%

0.0%
0.0%
-5.0%
0.0%
0.0%
0.0%

$204.43

75



METZBOWER, WATTS & HULTING

Adjustment of Comparable Sales

We will first adjust for the Old Post Office site, which is a rectangular, corner parcel of 61,436
square feet that could provide potential development of 550,000 square feet at a 9.0 FAR.
Following a conclusion of land value for this site, we will make adjustments for size, mid-block
location, and configuration of the Annex parcel.

Property Rights Conveyed: The comparables must first be adjusted to reflect differences in
the property rights conveyed between buyer and seller. Most transfers of real estate convey
fee simple, leased fee, or leasehold estates. To the extent that there are differences between
the estate being appraised and that transferred in a comparable, an adjustment may be
required. Adjustments in this category also recognize the impact on price of transfers of less
than 100% ownership of the property. We are appraising the fee simple interest in the subject
site, and all of the comparables involved fee simple interest. No adjustments are required.

Financing: Purchases of real estate may be based on financing provided by the seller, or on
existing financing assumed by the buyer. Where such seller or assumable loans are at terms
which are substantially below or above market lending terms, the impact may be reflected in a
higher or lower sale price. All of the comparables were purchased with cash or third party
financing, requiring no adjustments.

Conditions of Sale: Unusual conditions affecting the transaction may result in a price which is
higher or lower than that expected under a normal, arms length transfer. Common examples
include a seller under pressure to raise capital or unusual relationships between the buyer and
the seller. It should ne noted that many sales of land in the District involve unusual conditions
and complex arrangements. After discussing Sale 4 with brokers familiar with the transaction,
and comparing the price paid to other sales around the same time, we believe a slight premium
was paid for the FAR due to the motivations of the buyer to build the new headquarters for the
seller, and the ability to receive an interim income in the sale-leaseback transaction. A
downward adjustment of 10% was made. No other unusual conditions were identified.

Changes in Market Conditions: Over time, changing market conditions affect the pricing of real
estate. Land values escalated sharply through mid 2008, and declined following the financial
crisis in the 4™ Q 2008 through 2009. As market normality returned in 2010, and capitalization
rates for Class A office buildings compressed, demand for land began to pick up again in late
2010-2011. Sales 1-3 are reflective of current market conditions. Sale 4 was adjusted
downward since it was purchased near the market peak.

Location: Differences in neighborhood desirability, as well as site specific characteristics such
as access to transportation networks or proximity to complementary uses may have a
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significant impact on site value. In downtown locations, distances of only a few blocks may
have a major effect on price. The subject sites are able to offer a premium Pennsylvania
Avenue address, four blocks from the White House. The Old Post Office parcel has a corner
location with frontage on three streets, which can provide good fenestration for any new
development. Sales 1 and 4 have slightly inferior locations near Mount Vernon Square, which
has only recently enjoyed the benefits of redevelopment and is not as desirable as
Pennsylvania Avenue near the White House. However, these sites have superior frontage on
four sides which offers better fenestration. Overall, a slight upward adjustment is made. Sale
2 is one block from the White House in the CBD which is very desirable. Upward adjustment is
made for the mid-block location of the proposed building. Sale 3 has a corner location in the
CBD which is judged slightly inferior to the subject.

Physical Characteristics

Topography: The subject and each of the sale comparables have roughly level topography
and no unusual development costs would be expected due to topography. No adjustment is
made.

Shape: The Old Post Office site has a rectangular shape, and is suitable for office
development or mixed office/commercial development. The comparables have similarly usable
shapes, and required no adjustments for this factor.

Site Size: For most sites in downtown Washington, DC, size rarely indicates a major difference
in price per FAR foot, except for some very small sites which are considered key components
of larger assemblages and generate higher prices due to the improved position of the seller.
Indeed, it is difficult to assemble a large site in one transaction. However, the holding costs
during lease up are higher for a large building compared to significantly smaller buildings. In
regard to size, the amount of FAR square footage attributable to the comparables ranges from
124,000 to 450,840. For the subject site, the appraised FAR density estimate is 550,000 which
is substantially larger than Sales 1-3, and indicated the need for a modest downward
adjustment. Sale 4 is slightly smaller and received a small adjustment.

Development Costs: Neither the subject nor the sales are expected to have unusual
development costs. Sales 1, 3 and 4 were already adjusted for the added cost of demolition.
No adjustment is made.

Zoning/Use: The comparable sales were all purchased for office development, and have the
ability to add first floor retail space if desired. The use of the subject site is similar, and no
adjustments were necessary.
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Conclusion of Site Value

Old Post Office Site

After adjusting the prices for the comparable sales as described above, the comparables
indicate a range of $200.00 to $223.92 per FAR foot, with an average of $210.20 per FAR.
Most weight is placed on Sales 1-3, which are very recent, though Sale 4 is closest in terms of
size.

Based on these indications, it is our opinion that the value of the subject site is $210.00 per
FAR foot. Applied to the potential above grade building area at a 9.0 FAR of 550,000 square
feet, the indicated value of the site, as if vacant, is $115,000,000 (rounded). Note that this is
considered a hypothetical value as the existing structure can not legally be removed, and the
density can thus not be achieved in reality.

Annex Site Value

After discussing the property with the client, we have allocated the remaining land area of the
combined property to the Annex. The most likely physically achievable density is 160,000
square feet, based on likely building height of eight stories, and a footprint that allows for 30+
foot wide clearance between the subject and adjacent buildings

We have applied the same adjustments as in the prior analysis, with the following changes:

Location: The site has adequate frontage on Pennsylvania Avenue to provide access, but any
building would have to be built in what is essentially a courtyard framed by the six to seven-
story IRS building and the nine-story Old Post Office. This provides much inferior fenestration
and views. Also, above grade connection to either building is not possible.

We considered a February 2011 sale in the CBD as support for an adjustment. A mid-block,
18,250 sf, narrow and deep lot at 2109 M Street, NW sold to Renaissance Centro M Street
LLC for $9,200,000, or $84.02/FAR based on a potential building area of 109,500 square feet.
The site is surrounded by a hotel and an office building with no near term redevelopment
potential. Under the CR zone, a maximum of 50% of the 6.0 FAR may be non-residential.
Employing a commercial FAR value of $235/sf (supported by Land Sale 3), and residential
FAR value of $75/FAR as supported by recent residential sales, a potential value of
$16,972,500 is indicated for a site with a good corner location. The actual sale price is a 46%
discount.
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We believe a lower discount would be appropriate for the subject. First, while the building will
not have direct frontage on Pennsylvania Avenue, it still would have a commanding presence
in the Federal Triangle, and the prestige of the Pennsylvania Avenue address. Second, we
have incorporated a 30 foot setback from adjacent buildings; this is wider than typical in order
to permit adequate light and windows on all four sides of the building. If one made similar
assumptions for the 2109 M Street sale and used a lower achievable FAR, a lower discount
would be indicated. We have therefore applied a discount of 30% to the subject. This
negative adjustment (30%) is added to the positive adjustments previously employed in the
Old Post Office site adjustment grid, resulting in net negative adjustments to 20% to 25%.

Size: The size adjustments were changed to reflect the lower amount of FAR achievable at
the property. Holding costs during lease up are higher for a large building compared to
significantly smaller buildings. In regard to size, the amount of FAR square footage
attributable to the comparables ranges from 124,000 to 450,840. For the subject site, the
appraised FAR density estimate is 160,000 which is similar to Sales 2 and 3. Sales 1 and 4
are larger, and need a modest upward adjustment.

After adjustments, the comparables indicate a range of $160.00 to $178.89 per FAR foot, with
an average of $172.36 and a median of $175.27 per FAR. Most weight is placed on Sales 1-
3, which are very recent.

Based on these indications, it is our opinion that the value of the subject site is $175.00 per
FAR foot. Applied to the potential above grade building area of 160,000 square feet, the
indicated value of the site, as if vacant, is $28,000,000 (rounded). The existing improvements
could be demolished, but a true as-is value of the site would require a deduction for the cost to
demolish the existing improvements, and downward adjustment for the uncertainty regarding
the actual permitted density that would be allowed under private ownership.
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Location

Sale Date

Land Area (SF)
SF-FAR

Indicated FAR Density
Zoning

Offsite Costs
Property Rights Conveyed
Financing
Consideration
Additional Costs
Total Consideration
Price Per SF-FAR

Transaction Adjustments
Property Rights Conveyed
Adjusted Price

Financing
Adjusted Price

Conditions of Sale
Adjusted Price

Market Conditions
Adjusted Price

LAND SALES COMPARISON ANALYSIS
ANNEX SITE - IF VACANT

SEPTEMBER 2011

Comp 1 Comp 2
K, NY, 7th Street 17th St/NY Ave

East End CBD

Washington, DC

August 2011
44170
285,000
6.45
DD/C-2-C
None
Fee Simple
Cash to seller
$63,480,000
$250.000
$63,730,000
$223.61

0.0%
$223.61

0.0%
$223.61

0.0%
$223.61

0.0%
$223.61

Comparative Characteristics Adjustments

Location/Cornering
Physical Characteristics
Topography
Shape
Site/Project Size
Development Costs
Zoning/Use

Net Comparative Adjustment

Adjusted Price/FAR foot

Range After Adjustments:
Adjusted Average
Adjusted Median

Indicated Subject Value
Subject Projected Density
Indicated Value - As If Vacant
Rounded

-25.0%

0.0%
0.0%
5.0%
0.0%
0.0%
-20.0%

$178.89

Lowest
$160.00
$172.36
$175.27

$175.00
160,000
$28,000,000
$28,000,000

Washington, DC

October 2011
16,184
124,000
7.66

SP-2

None

Fee Simple

Cash to seller
$24,800,000
$0
$24,800,000
$200.00

0.0%
$200.00

0.0%
$200.00

0.0%
$200.00

0.0%
$200.00

-20.0%

0.0%
0.0%
0.0%
0.0%
0.0%
-20.0%

$160.00

Highest
$178.89

Per SF-FAR
SF/FAR

Comp 3

1200 17th St
CBD
Washington, DC

October 2011
17,013
170,000
9.99

C-4

None

Fee Simple

Cash to seller
$39,600,000
$470.000
$40,070,000
$235.71

0.0%
$235.71

0.0%
$235.71

0.0%
$235.71

0.0%
$235.71

-25.0%

0.0%
0.0%
0.0%
0.0%
0.0%
-25.0%

$176.78

Comp 4

635 Mass. Ave, NW
East End
Washington, DC

Sept 2008
45,084
450,840
10.00
DD/C-3-C
None
Fee Simple
Cash to seller
$119,475,600
$1.000.000
$120,475,600
$267.22

0.0%
$267.22

0.0%
$267.22

-10.0%
$240.50

-15.0%
$204.43

-25.0%

0.0%
0.0%
10.0%
0.0%
0.0%
-15.0%

$173.76
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THE INCOME APPROACH

The Income Approach to value is defined as: "A set of procedures in which an appraiser
derives a value indication for income-producing property by converting anticipated benefits
(cash flows and reversion) into property value. This conversion can be accomplished in two
ways. The first method is direct capitalization, in which one year's projected income can be
capitalized at an overall rate which reflects the quantity, quality, and durability of the income
stream. Subsequent adjustments are may be made to take into consideration variations from
normalized operations. The second method is discounted cash flow (DCF) analysis, wherein
projected annual cash flows during a holding period, along with future proceeds from resale of
the property, can be discounted at a specified yield rate." In this appraisal, direct
capitalization has been employed as the building is assumed to be leased at a stabilized level
of occupancy and at current market rent levels. DCF is not applicable as there are no existing
leases to model. The assumptions used in this approach, as well as the indicated market
values, are discussed in the remainder of this section of the report and summarized below:

PHYSICAL FACTORS (S.F.)

Net Rentable Office Area 181,646
Retail NRA 37,585
Total Old Post Office 219,231
Annex NRA 73,676

REVENUE FACTORS

Market Rent Office (FS) $41.50
Market Rent PA Ave Restaurant (NNN) $35.00
Market Rent Food Court (NNN) $35.00
Market Rent Interior Retail (NNN) $30.00
Market Rent Annex (FS) $27.00
Stabilized Vacancy and Collection Allowance 6.00%
OPERATING EXPENSES - Per SF Annex Old PO
Real Estate Taxes $2.98 $5.53
Insurance $0.35 $0.35
Repairs & Maintenance $2.25 $4.50
Management $0.76 $1.13
Janitorial/Services $3.00 $3.25
Security $0.50 $0.50
Utilities $3.25 $6.00
Retail CAM/Utilities $0.00 $0.87
Food Court Expenses $0.00 $1.32
General & Administrative $1.00 $1.00
Reserves $0.25 $0.50
Total Operating Expenses $14.34 $22.58
NET OPERATING INCOME $813,138 $4,020,824

DIRECT CAPITALIZATION ANALYSIS

Overall Cap Rate 6.25% 6.00%
Indicated Stabilized Value $13,010,000 $67,010,000
Indicated As-Is Value $8,500,000 $56,000,000

Value Per SF $115.37 $255.44

* The Dictionary of Real Estate Appraisal Appraisal Institute, 3rd Edition, 1993.
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ESTIMATE OF MARKET RENT

The first step in estimating the market value for the subject by the Income Approach is to
establish the current market rent. The comparable leases used in estimating market rent for
the subject are profiled in the following pages. A map showing the location of these properties
in relation to the subject is presented below.

COMPARABLE RENTALS MAP
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Location:
Source:

Building Description:
Year Built/Renovated:
Construction Type:
Parking:

Leased Area:

Tenant:
Commencement Date/Term:
Rental Rate/Structure:
Annual Adjustments:
Concessions:

Tenant Improvements:

RENT COMPARABLE 1

1747 Pennsylvania Ave, NW
Washington DC 20006
Broker

12-story Class A- office, 170,000 s.f.
1970/2008 renovation
Masonry and glass exterior
Garage; Ratio of 1.0/1,000 SF
5.878 s.f.

Houghton, Mifflin, Harcourt
May 2011 / 6 years

$51.00 per s.f./ FS

2.25% per year

None

$40.00 per square foot

Comments: This building received a significant upgrade of the lobby and common areas in
2008, and is one block from the White House and two blocks south of the

Farragut West Metro.

It offers an on-site fitness center, ground floor retail

space, 24/7 security on site, and a roof deck for tenants. The building is 76%
occupied, and space is available at the asking rent of $52.00 to $55.00 per SF,

full service.
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RENTAL COMPARABLE 2

Location:
Source:

Building Description:
Year Built/Renovated:
Construction Type:
Parking:

Leased Area:

Tenant:
Commencement Date/Term:
Rental Rate/Structure:
Annual Adjustments:
Concessions:

Tenant Improvements:

1400 K Street, NW
Washington, DC 20005
Broker

12-story Class B office building, 189,861 s.f.
1981, Renovated 2007

Steel with glass exterior

Garage; Ratio 1.61/1,000 SF

14,820 s.f.

Institute of International Education

August 2011/ 10 years

$45.75 per s.f. / FS (Face rent)

2.5%: $2.50 per s.f. bump in Year 6

2 months free rent ($44.99/sf effective rent)
$60.00 per s.f.

Comments: This class B building is located at the SWC of K and 14" Streets, across from
Franklin Square Park. The McPherson Square metro station is one block away.
The elevators and lobby were upgraded about three years ago. The office
space is currently 100% leased. This deal is a renewal and expansion of an

existing tenant.
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RENT COMPARABLE 3

Location:
Source:

Building Description:
Year Built/Renovated:
Construction Type:
Parking:

Leased Area:

Tenant:
Commencement Date/Term:
Rental Rate/Structure:
Annual Adjustments:
Concessions:

Tenant Improvements:

1220 L Street, NW
Washington DC 20005
Broker

12-story Class B office, 278,772 s.f.
1982/2007 renovation

Concrete and glass exterior

Garage; Ratio of 0.59/1,000 SF; $180/Mo
16,262 s.f.

Verizon Business Solutions (Renewal)
March 2011 / 5 years

$40.92 per s.f. / FS

2.5%

None

None

Comments: Located at the SEC of 13" and L Streets, NW, the building is two blocks to the
McPherson Metro and has windows on four sides. The lobby and common
spaces were renovated in 2007. Asking rent is $39 to $44 psf for the vacant
space (84% leased).
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RENT COMPARABLE 4

Location:
Source:

Building Description:

Year Built/Renovated:
Construction Type:
Parking:

Leased Area:
Commencement Date/Term:
Rental Rate/Structure:
Annual Adjustments:
Concessions:

Tenant Improvements:

1100 G Street, NW
Washington, DC 20005
Broker

11-story Class B office building, 109,959 s.f.
1969/2010 renovation

Concrete and glass exterior

Garage with valet service

6,641 s.f.

July 2011/ 5 years

$43.00 per s.f. / FS

2.50%

None

$30.00 per s.f.

Comments: This class B building is located at 11" and G Streets, one block from Metro
Center. In 2010, the owners renovated all the elevators, lobby, and common
areas including restrooms. The tenant was not disclosed in this transaction.
The building is 61% leased and asking rent is $40 to $44 per square foot.
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RENT COMPARABLE 5

Location: 633 Pennsylvania Ave, NW
Washington DC 20004

Source: Broker

Building Description: 6-story Class B office, 33,059 s.f.

Year Built/Renovated: 1850/1984 renovation

Construction Type: Concrete and stone exterior (Historic)

Parking: None

Leased Area: 2,502 s.f.

Tenant: Center for Mideast Peace

Commencement Date/Term: March 2010/ 5 years

Rental Rate/Structure: $52.00 per s.f./ FS

Annual Adjustments: 2.5%

Concessions: None

Tenant Improvements: Paint and Carpet (+/-$6/sf)

Comments:

Located at the corner of 7" Street and Pennsylvania Avenue, this historic
building is primarily owner-occupied. It features elaborate interior finishes
including a grand staircase, marble floors and walls, and oak paneling. It is
100% leased and located less than a block from the Archives Metro. Each floor
also has an elaborate reception area with marble floors and chandelier, and
windows on all sides. This is a full floor lease-the most recent in the building.
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OFFICE MARKET RENT ANALYSIS
OLD POST OFFICE PAVILLION-DC00029Z2Z

SEPTEMBER 2011
Comp 1 Comp 2 Comp 3 Comp 4 Comp 5
Location 1747 Penn Ave 1400 K St, NW 1220 L St, NW 1100 G St, NW 633 Penn Ave, NW
CBD East End East End East End East End
Total Building Size 170,000 189,861 278,772 109,959 33,059
Year Built/Renovated 1970/2008 1981/2007 1982/2007 1969/2010 1850/1984
Building Class A- B B B B
Reported Core Factor
Area Leased 5,878 14,820 16,262 6,641 2,502
Commencement Date May-11 Aug-11 Mar-11 Jul-11 Mar-10
Term (Years) 6 10 5 5 5
Lease Terms FS FS FS FS FS
Free Rent None 2 mos free None None None
Tenant Improvements (Per SF) $40.00 $60.00 $0.00 $30.00 $5.00
Effective Rent Per SF $51.00 $44.99 $40.92 $43.00 $52.00
Transaction Adjustments
Expense Terms $0.00 $0.00 $0.00 $0.00 $0.00
Adjusted Price $51.00 $44.99 $40.92 $43.00 $52.00
Conditions of Lease -1.3% 0.0% 0.0% 0.0% 1.9%
Adjusted Price $50.34 $44.99 $40.92 $43.00 $53.00
Market Conditions Adjustments 1.0% 0.0% 2.0% 0.0% 5.0%
Adjusted Price $50.84 $44.99 $41.74 $43.00 $55.65
Comparative Characteristics Adjustments
Location/Visibility/Views 0.0% 5.0% 7.5% 5.0% 0.0%
Accessibility 0.0% 0.0% 0.0% 0.0% 0.0%
Physical Characteristics
Age/Condition -5.0% -5.0% -5.0% -5.0% -5.0%
Quality -5.0% 0.0% 0.0% 0.0% -5.0%
Load Factor 0.0% 0.0% 0.0% 0.0% 0.0%
Functional Utility/Windows -7.5% -7.5% -7.5% -7.5% -12.5%
Parking 0.0% 0.0% 0.0% 0.0% 0.0%
Size 0.0% 0.0% 0.0% 0.0% 0.0%
Net Comparative Adjustment -17.5% -7.5% -5.0% -7.5% -22.5%
Adjusted Rent/SF $41.94 $41.62 $39.65 $39.78 $43.13
Low High
Adjusted Range $39.65 $43.13
Average $41.22
Indicated Market Rent $41.50 Per S.F. FS
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Comparable Rental Analysis

We have compared each of the comparables profiled above to the subject property on the
basis of those factors which, in our opinion, affect rent levels in the local market. Each
comparable has then been adjusted to reflect differences between it and the subject property,
arriving at an indication of market rent for the subject. These adjustments are detailed on the
adjustment table which follows, and in the discussion below.

Transaction Adjustments

Expense Terms: Market rent for the subject is first estimated based on full service lease
terms. Leases which are based on differing terms may incorporate higher or lower lease rates
to compensate. The comparables were based on full service terms, and no adjustments were
required.

Conditions of Lease: If a landlord or tenant is motivated by pressures which result in a higher
or lower rental rate than normal, adjustments are required. Examples include rent concessions
or a prior relationship between the landlord and the tenant. Typical tenant improvement
allowances in the market are $4.00 to $6.00 per square foot of lease term. Renewals can be
$0 to $2.00 per square foot per year. In cases where either excessive Tl or below market Tl
was given the tenant, we have adjusted the rental rates accordingly. The adjustment equates
to the dollar amount of the excess or below-market Tl allowance, divided by the lease term.

Market Conditions Adjustments

Each comparable must be adjusted to reflect improvement or deterioration in market conditions
between the date of lease and the date of the appraisal. Comparable 5 commenced in early
2010, and was adjusted upward for improvement in office market conditions since that time.
This was discussed in the local office market section of the report. Rents 1 and 3 were also
negotiated in early 2011, warranting a smaller upward adjustment. The remaining
comparables reflect current year conditions, and required no adjustment.

Comparative Characteristics Adjustments

Location: Lease rates are measurably affected by influences as neighborhood quality, the
character of surrounding properties, access to transportation routes, and the like. The subject
is located in the East End submarket of downtown Washington, which is considered to be the
premier submarket in the District. The Pennsylvania Avenue address is also prestigious. Rent
1 is in the CBD but is on Pennsylvania Avenue one block from the White House. No
adjustment is made. Rents 2-4 received upward adjustment for locations off Pennsylvania
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Avenue. Rent 5 is on Pennsylvania Avenue in the East End and no adjustment is needed.

Accessibility: The subject is also located one block from a Metrorail station, and is easily
accessible from nearby highways. The comparables also feature highly accessible locations
and do not warrant adjustment.

Physical Characteristics: These adjustments reflect differences in site characteristics and an
array of building factors, including age/condition, quality, amenities/excess common area,
parking availability, and size.

Age/Condition: The subject currently suffers from some deferred maintenance;
however, as part of this valuation, we assume the critical repairs will be made and the
overall condition of the property will be good. The cost for these repairs is deducted in
the approaches to value. Each of the comparables has received a more significant
renovation to common areas and lobbies, warranting downward adjustment for each
rental.

Quality: Comparable 1 is marketed as a Class A/A- property and is slightly superior to
the subject, warranting downward adjustment. Rent 5 is an historic renovation, like the
subject; however, the quality of the interior finishes is superior to the subject, and a
downward adjustment is made.

Load Factor: We have analyzed the subject using a 25% load factor, which is below
the actual load factor of 60%. This is because we have eliminated the ninth floor,
which contains primarily windowless storage and mechanical space, and have included
only a portion of the wide corridors in our calculation of market-based NRA. The
tenants are using these hallways for exhibit space. Therefore, no additional adjustment
is necessary to the comparables.

Functional Utility/Windows: The design of the floors is such that office space is only
located around the building perimeter; the floor plate is such that creating good private
offices is difficult. Offices tend to be “chopped up” or primarily bullpen areas. In
addition, fenestration is inferior to most modern buildings with glass curtain walls. Each
comparable was adjusted downward for superior utility and fenestration, and a larger
adjustment is made to Rent 5 due to its superior, full-floor layout with integrated
reception area.
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Parking: Neither the subject nor any of the comparables include free parking in the
rental rate. Neither the subject nor Rent 5 have on-site parking, but it is available
nearby. Based on a comparison of Rent 5 with Rents 1-4, there does not appear to be
a premium for on-site parking availability, and no adjustment is made.

Space Size: The comparable leases are all similar in size to the typical tenant space
that would be anticipated for the subject. As a result, no adjustment for this physical
characteristic was required.

Conclusion

The adjustment analysis is detailed on a previous page. After all the necessary adjustments
have been made, the adjusted rental indications reflect an overall adjusted range between
$39.65 and $43.13 per square foot, full service. The average adjusted rental rate is $41.22
per s.f. In the reconciliation, we have placed slightly more weight on Rents 1 and 5, located on
Pennsylvania Avenue, and concluded to a market rent that is slightly above the average.

Based on this information, the market rental rate selected for the subject’s space of $41.50 per
square foot, full service. This rate is below the average Class B rental rate in this submarket,
which is reasonable given the inefficient layout and inferior condition of the subject, compared
to most Class B office buildings in the East End.

Market leases would be on a full service basis with a base year expense stop and an average
lease term of ten years. In addition, based on the rent comparables, a tenant improvement
allowance of $50.00 per s.f. is considered appropriate for new leases, and $15.00 is
reasonable for renewal leases. No free rent concessions are judged appropriate for re-let or
renewal deals.
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Retail Rents

The subject retail space is somewhat unusual, in that it lacks good street visibility and is not in
a traditional retail district in the East End, like 7" Street or Gallery Place. Even the area one
block north of Pennsylvania Avenue between 7" and 14" Streets features a higher
concentration of retail space. There are almost no residents nearby, other than the Lexington
at Market Square. However, merchants at the property benefit from traffic generated by
tourists visiting the Old Clock Tower, and the daytime office population. The adjacent federal
buildings have self-contained cafeterias for employee use, which limits lunchtime patrons
somewhat. Due to the security concerns with a GSA tenant, entering the building is only
possible through security checkpoints. The retail space is almost all indoors and there is no
visibility from the sidewalk. Exterior signage advertises the retail space, but the access and
visibility disadvantages do negatively affect tenant sales and, consequently, the rent they can
afford to pay.

We have analyzed the following retail rents in the CBD and East End to help determine market
rent for the retail space:

Date/ Escalation/ Free

Address Tenant Size $/SF Expenses Term (mos) Tl PSF Rent

1001 Pennsylvania Ave, NW Cosi (Renew) 3,542 $32.00 NNN Nov-10 2.50% 0
60 Asls

1350 Eye St, NW Capital Segway 1,672 $38.61 NNN Feb-11 3% 0
60 As-ls

1850 M Street, NW Qdoba 2,482 $39.00 NNN Mar-11 2.50% 0
120 As-Is

1901 L Street, NW Confidential 1,864 $75.00 NNN May-11 9% yr4 &8 4
120 $30.00

1825-75 K Street, NW Restaurant 7,560 $43.00 NNN Sep-11 2.50% 0
120 $150.00

1401 K Street, NW DC Coast (Renew) 10,485 $41.00 NNN Jun-10 2.35% 0
72 As-Is

455 Mass Ave, NW Subway 1,680 $38.00 NNN Aug-10 3% 11
120 $55.00

Buhda Bar 9,348 $40.00 NNN May-10 15% Yr 6 1

120 $0.00

2121 K Street, NW Bobby's Burgers 3,766 $38.00 NNN Apr-11 2.50% 0
120 $175.00

Café Phillips 2,193 $41.50 NNN Feb-11 2.50% 0

120 $61.00

These represent confirmed transactions for ground level retail space in office buildings in the
East End and CBD. The range of rents is $32.00 to $75.00 per square foot, NNN, with most
around $40.00/sf. Due to the visibility and access factors we mentioned, the subject would be
expected to achieve rents at or below the low end of the range.

We have discussed the retail market with leasing brokers and property managers who
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represent property close to the subject on Pennsylvania Avenue. It must be understood that
precise details regarding recent transactions are kept confidential. Nevertheless, we believe
our discussions have helped to “zero in” on a potential market rent for the subject.

1001 Pennsylvania Avenue is a Class A office building that occupies the entire block between
10™ and 11" Streets, and Pennsylvania Avenue and D Street, across the street from the
subject. We spoke with Bill Miller, leasing agent for the retail space. COSI renewed their store
at 10" and D Streets for $32.00 psf in late 2010. The broker believes the landlord was
motivated to keep this business, as two other stores were vacating at the same time; this
tenant received a favorable rental rate that is below market. Space on 11" Street is under
negotiation with a fine wine store for +/-$50.00/sf. The former Ten Penh restaurant (7,283 sf)
is at 10" and Pennsylvania Ave. It has high quality finishes, and the broker expects it to lease
in the “upper $40’s psf” with a $50/sf landlord TI. Mr. Miller is familiar with the subject and had
tried to bring a tenant to one of the vacant restaurant spaces over ten years ago. That deal fell
through when the prospect saw the condition the former tenant left the property, as no Tl
allowance was provided. He believes it could rent for $35 to $40 per square foot if the landlord
provided $100/sf in TI, assuming continued GSA ownership. Interior retail stores would be
lower but would not require improvements.

1300 Pennsylvania Avenue is the Reagan Building/ITC. Bill Jacobini spoke about the food
court space. Like the subject, patrons of this building must enter through security. While he
would not provide specific deals, Mr. Jacobini indicated that the food court tenants are paying
$45-$60 per square foot, triple net. He realizes this is lower than more established food courts
with high concentrations of CBD office tenants, like International Square ($75-$80 psf recent
renewals, per our research). The subject food court is inferior in condition and layout, as-is, so
a lower rent would be expected that what has been achieved at the Class A Reagan Building.

1331 Pennsylvania Avenue is National Place. John Assadorian handles the retail leasing.
Street level retail space leases for $25 to $40 per square foot, depending on size, visibility, and
location. There is a food court in the building on the second floor. Rents are listed as
negotiable and the broker would not provide any indication of achieved rents. Other brokers in
the market opined to a range of $65 to $75 per square foot in this building. The property is
connected to the J.W. Marriott Hotel. Again, due to the older age of the subject and need to
pass through security, a lower rent would be applicable under continued GSA occupancy.

Considering the rent comparable data and discussions with brokers, we would expect
achievable rents to be $40 and less for the subject property.
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Subject Leasing

We were also provided a copy of the rent roll for the property, as currently leased. No new
deals have been executed in recent years due to the uncertainty regarding the future of the
building. Some tenants pay percentage rent only. For those paying monthly rent, the average
lease rate is $24.51 per square foot. The range of rents is $8.10 to $169.93 per square foot.
Most are $15.00 to $30.00 per square foot, plus pass thru expenses. The average food court
rent is $25.40 per square foot, and the average small retailer rent is $20.37 per square foot.
These figures are well below what is being achieved anywhere else in the market. Under the
assumption of continued government occupancy, we assume that the property will be well
maintained, tenants will have assurance of continued occupancy, and the property will be
managed with an eye towards maximizing revenue. As a result, a rent higher than what has
been achieved in the recent past should be achievable.

Retail Rent Conclusion

Based on our analysis of the CBD/East End rent comparables, discussions with the brokers,
and consideration of achieved rents at the property during a difficult business period for the
tenants, we have concluded to the following market rents for the retail space:

Office Space 181,646 SF $41.50 FS
PA Avenue Restaurants 10,884 SF $35.00 NNN
Interior Retail Space 17,785 SF $30.00 NNN
Food Court 8,916 SF $35.00 NNN

These rent estimates take into account the iconic status of the building and ability to generate
customers who visit the clock tower. This is balanced against the older age of the retail space,
lack of street visibility, need to enter through security, and location on the south side of
Pennsylvania Avenue — a location that lacks a core of retail activity. Also, the restaurant GLA
includes mezzanine area that is less valuable than first floor space. If the property were
redeveloped and under private ownership, higher rents could be achieved, as discussed in
Section 2 of this report.

94



METZBOWER, WATTS & HULTING

Parking Rent

The subject has seven unmarked parking spaces available for tenant use behind the building.
There are only garages nearby that offer monthly parking. The few remaining surface lots
downtown are located in NoMa or Mount Vernon Square, as most vacant lots have been
developed with office buildings. We note the following parking rates in the East End and Mount
Vernon Square:

Monthly
Building Address Submarket Type Parking Rate
400 10th Street, NW East End Garage $ 300.00
1300 Pennsylvania Ave, NW East End Garage $ 270.00
601 Pennsylvania Ave, NW  East End Garage $ 270.00
1201 Eye St, NW East End Garage $ 260.00
581 K Street, NW Mt Vernon Sq Lot $ 160.00
993 6th St, NW Mt Vernon Sq Lot $ 140.00
640 NY Ave, NW Mt Vernon Sq Garage $ 220.00

Garage rents close to the subject are some of the highest downtown, at $270 to $300 per
month. Analysis of the three Mount Vernon Square rents indicates a spread of $60 to $80 per
month between a surface lot and a garage. Based on this spread, we estimate market rent for
the surface spaces at the subject to be $200 per month, or $2,400 per space per year.

HISTORICAL OPERATING RESULTS

A property's operating history is a key consideration in pricing by potential investors. Primary
considerations include the current occupancy rate, near term lease expirations, the relationship
of actual rents to market rent, and historical operating costs.

Current Occupancy and Lease Rates

As of the date of this appraisal, the office space is 95% occupied by federal government
tenants. With most government owned buildings, the property is managed by the General
Services Administration, based on an occupancy agreement between the occupying
department and GSA. This occupancy agreement defines an annual rent payment to be made
from the department’s budget to the GSA, and also defines areas of management
responsibility. We have been informed there are no active operating agreements with the
tenants, as they have all expired or will expire by the end of September.

Under normal circumstances this appraisal would be based on our estimate of market rent
applied to NRA, but we would include some analysis of the appropriateness of the occupancy
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agreement in light of the market rent estimate. Due to the lack of an occupancy agreement,
this comparison is not possible. Consistent with normal GSA requirements, we have applied
market rent and market net rentable square footage in valuing the property.

Historic Operating Expenses

Only limited historic data was provided in the Business Plan. This is presented below:

2010 Budget 2011
Revenues Total PSF Total PSF
Rent $6,139,158 $33.80 $6,112,480 $33.65
Outlease $203,177 $1.12 $162,175 $0.89
Total $6,342,335 $34.92 $6,274,655 $34.54

Expenses
Cleaning $638,108 $3.51 $588,868 $3.24

Utilities $1,201,462 $6.61 $1,251,310 $6.89

R&M $2,075,771 $11.43 $648,648 $3.57
Security $3,174,362 $17.48 $3,027,078 $16.66
G&A $3,763,869 $20.72  $3,507,202 $19.31
Other $253,965 $1.40 $1.721.684 $9.48
Total $10,853,572 $59.75 $10,744,790 $59.15

The square footage figures are based on our estimate of market rentable office area, or
181,646 square feet. The retail portion is separately managed by a third party operator who
has a master lease on this space. We have considered these expenses in our analysis, but
have relied primarily upon expense comparables to estimate stabilized operating expenses for
the subject.

STABILIZED OPERATING FORECAST

Gross Income

Potential Gross Income reflects the maximum amount of income which a property is capable of
producing at full occupancy. Income may be derived from a number of different sources,
including base rent, percentage rent, expense reimbursements, and miscellaneous activities.
Effective gross income is estimated by subtracting vacancy and collection losses from

Potential Gross Income.

Base Rent: This is based on the estimate of market rent applied to the estimated net rentable
area for each portion of the building. The stabilized gross rent estimate is $8,764,869.
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Expense Reimbursements: There would be no expense reimbursements from office tenants
during the first (base) year of the analysis. For retail tenants, we have included the Food Court
and Retail CAM expense, as well as their proportional share of real estate taxes. The total is
$687,665.

Parking Income: This is $200 per month, or $16,800 for the seven spaces.

Cart/Kiosk Income: This is based on the current rent received from miscellaneous carts and
kiosks around the food court, and the plaza. It includes six carts and one kiosk (Segway),
generating $72,768 per year. Individual rents vary from $700 to $1,200 per month. The area
for these spaces is not included in NRA. We have stabilized the income at $75,000 per year.

Vacancy and Collection Losses: As described in the market analysis section of this report, the
local office market currently maintains a vacancy at 10%. It is 10.3% for Class B space and
5.1% for Class C. The East End retail vacancy is just 5.1%. The subject office space is 95%
occupied, despite the physical shortcomings of the building. We have excluded retail space
from GLA that is dysfunctional and would likely never be occupied. Therefore, we have
estimated long term vacancy and collection loss at 6.0%, including 1% collection loss.

Effective Gross Income: Deducting vacancy and collection losses from projected PGl yields a
stabilized EGI estimate of $8,971,675.

Operating Expenses

In order to estimate the operating expenses for the subject, we have considered several
expense comparables from the downtown Washington, DC office market, which are
summarized below:

Comp Comp 1 Comp 2 Comp 3 Comp 4
Size (SF) 350,000 475,000 275,000 150,000
Year Built 1980s 1992 2005 1993
Expense Year 2010 2009 Budg 2011 2010
Insurance $0.23 $0.35 $0.18 $0.28
Repairs & Maintenance $2.77 $2.18 $1.45 $3.41
Management $1.72 $1.47 $1.23 $0.77
As % of EGI 2.5% 2.0% NA 3.0%
Janitorial/Cleaning \1 $2.57 $3.53 $3.51 $3.96
Utilities $3.32 $2.97 $3.95 $4.06
General & Administrative $1.27 $1.33 $0.79 $0.34
Total (Excluding RET) $11.88 $11.83 $11.11 $12.82

1\ Includes contract services
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Real Estate Taxes: As previously described in the Real Estate Tax section of this report, real
estate taxes are based on our analysis of market comparables. We estimated real estate taxes
at $5.53 per rentable square foot on a stabilized basis.

Insurance: The expense comparables indicate a range of $0.18 to $0.35 per square foot for
hazard and liability insurance. We have utilized $0.35 per s.f. of total rentable area as our
stabilized estimate of this expense. This is at the upper end of the market range, which reflects
the government occupancy and expense of restoring a historic structure in the event of
damage, and large building area compared to rentable area.

Repair and Maintenance Costs include charges for maintaining the interior and exterior of the
building and grounds. Repairs and maintenance expenses for the comparables generally
appear to be between $1.45 and $3.41 per square foot, excluding janitorial and contract
service costs. The subject expense was over $11.00 per square foot in 2010, which included
capital repairs; the budget for FY 2011 is $3.57 per square foot of office area. We have made
a separate deduction for the cost to perform urgent repairs. Nevertheless, due to the old age
of building systems and need to perform continued maintenance, we have concluded to an
expense that is above the range of the comparables, or $4.50 per square foot of office area.
Retail expenses are treated separately.

Management Fees: For the comparables, management fees ranged from 2% to 3% as a
percentage of potential gross income. These rates are relatively low, and reflect the very high
office rents which apply in downtown Washington. Management fees have been estimated at
2.75 percent, which results in a management expense of $1.13 per s.f. of total rentable area.
This amount is within the range indicated by the expense comparables.

Janitorial & Contract Services: The subject actual and budgeted expense ranges from $3.24 to
$3.51 per square feet. The comparables range from $2.57 to $3.96 per square foot, including
all contract services. We have estimated an expense at $3.25 per square foot for the subject,
excluding security. An additional $0.50 per square foot is included separately for basic
security, for a total of $3.75 per square foot for cleaning and contract services, which is
towards the upper end of the comparable range.

Security: For this expense, expense comparables in our files indicate a separate expense of
$0.33 to $0.89 per square foot. The subject history is over $16.00 per square foot. This
includes the cost to man four entry points with 2-3 people per door. |t is a special requirement
of the tenant, and such extensive security would not be included in a normal full service rental
rate. We have employed market expense of $0.50 per square foot, and assumed any
additional security requirements of the tenant would be billed directly to the tenant.
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Utilities are a variable expense that is heavily dependent on occupancy. The expense
comparables ranged between $2.97 and $4.06 per square foot. The subject actual expense
and budget is $6.61 to $6.89 per square foot. Separate utilities are included for the retail
tenants in their CAM expense. The subject has very inefficient HVAC systems and utilizes hot
and cold water from the adjacent IRS Building. The large atrium area is atypical for the market
and more expensive to heat and cool. Placing most weight on this history, we have stabilized
this expense at $6.00 per square foot. This is slightly below the subject history, as we assume
any utility operations outside normal business hours would be billed to the tenant.

Administrative costs include legal and accounting fees as well as office expenses for
management. The comparable range is $0.34 to $1.33 per square foot. The subject historical
expenses are not applicable as they include large amounts for national and regional GSA
expenses that would not apply under private ownership. We have estimated these costs for
the subject at $1.00 per square foot.

Food Court Expense: In regional malls, additional expenses for food court tenants can be $15
to $25 per square foot, over and above normal retail CAM. This covers the cost of cleaning,
bussing tables, and extra trash removal. The company that manages the retail portion of the
property budgets $22.84/sf of food court area for this expense, or $189,703. We have
employed $190,000. This is fully reimbursed by food court tenants.

Retail CAM: Historic expenses for this portion of the property are not available. Some of the
subject tenants pay electricity directly, while others reimburse for their share from a master
meter. Included in CAM is the HVAC for the common area and cleaning and trash removal.
The third party budget shows an expense of over $25.00 per square foot, which is well above
market norms. It appears to include some additional payroll and other expenses that would
not exist if the entire building were under one management: For example, several functions
are currently being duplicated between the GSA management and operation of the office and
the third party operation of the retail. Under unified management and ownership, we have
estimated the expense at $290,000, or $7.72 per square foot of retail area. This is fully
reimbursed by all the retail tenants.

Reserves for Replacement: The expense comparables do not indicate a reserve for
replacement amount. In the Washington, DC office market, overall cap rates are typically
derived from sales based on NOI calculated after deduction of all operating expenses, but not
reserves for replacement. Due to the age of the subject and continued need for capital
replacements, we have included reserves of $0.50 per square foot.
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Expense Conclusion

Total estimated stabilized operating expenses for the subject property (including reserves)
equals $4,950,850, or $22.58 per total rentable square foot. (Note: The figures psf on the
following page do not add to the same amount, since the $4.50/sf is applied to office GLA
only). The office expenses amount to $15.73 per square foot of rentable office area,
excluding taxes. The comparable expenses are $11.11 to $12.82 per square foot, excluding
taxes. The subject expenses are +/-$3.00 to $4.00 per square foot higher than the
comparables due to 1) Higher utility costs ($2.00/sf) and 2) Higher repair and maintenance
costs ($1.50 to $2.00 psf). These figures are well supported by the comparables, and are
considered to be reasonable for this market.

Net Operating Income
Subtracting estimated expenses from the projection of effective gross income results in an

indicated stabilized NOI of $4,020,824. The stabilized income and expense projection is
presented on the following page.

100



METZBOWER, WATTS & HULTING

DIRECT CAPITALIZATION ANALYSIS
DC0029 ZZ - OLD POST OFFICE
SEPTEMBER 2011

REVENUES

Office Space

PA Avenue Restaurants
Interior Retail Space
Food Court

Expense Recoveries
Parking Income

Cart Income

Potential Gross Income

Vacancy and Collection Allowance: All Space at

Effective Gross Income

OPERATING EXPENSES
Real Estate Taxes
Insurance

Repairs & Maintenance
Management
Janitorial/Services
Security

Utilities

Food Court Expense
Retail CAM

General & Administrative
Reserves

Total Operating Expenses

NET OPERATING INCOME

INDICATED VALUE AS IS
Net Operating Income Capitalized at
Less: Urgent Repairs
Less: Tl for Restaurants at
Indicated As-Is Value

181,646 SF
10,884 SF
17,785 SF
8,916 SF
37,585 SF

7 Spaces

2.75%

$100 PSF

$41.50
$35.00
$30.00
$35.00
$18.30
$2,400

6.00%

$5.53
0.35
4.50
1.13
3.25
0.50
6.00
0.87
1.32
1.00
0.50
$22.58

$18.34

6.00%

Total

FS $7,538,319

NNN 380,940

NNN 533,550

NNN 312,060

PSF Retalil 687,665

Per Space 16,800

75.000

$9,544,335

(572,660)

$8,971,675
1,211,300
76,731
817,408
246,721
590,350
109,616
1,089,878
190,000
290,000
219,231
109,616

$4,950,850

$4,020,824

$67,013,735

($10,100,000)

($1,088,400)

$55,825,335

Rounded $56,000,000

Per SF $255.44
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DIRECT CAPITALIZATION

Estimate of Overall Rate

An overall capitalization rate is applied to the estimate of Net Operating Income to arrive at an
indication of stabilized property value. An overall rate is simply an expression of the

relationship between a single year's net operating income and total property value.

We have estimated a capitalization rate for the subject via derivation from comparable sales,
as well as surveys of investors active in the market for properties such as the subject.

Derivation from Comparable Sales

This is the most direct way to derive indications of acceptable overall rates. In this analysis,
estimated or actual net operating income is divided by price for a recent comparable sale. The
resulting ratio is the overall rate which applied to that sale. In comparing these indications to
the subject property, we consider differences in the quantity, quality, and durability of the
income stream, since these are the factors which affect variations in acceptable rates of return.

The sales summarized below have been considered in this analysis. Sales 2, 3 and 4 have
been included from the Sales Comparison Approach.

Address Yr Bit/Ren % Occ Date Price Area (RSF) Price/SF OAR
529 14th St, NW 1928/1985 95.3% Jun-11  $167,500,000 420,000 398.81 6.0%
1140 Connecticut Ave, NW 1966 99.0% Jan-11 $80,250,000 186,721 429.79 6.3%
1255 23rd St, NW 1983/2008 94.7% Jan-11  $137,400,000 341,443 402.41 6.5%
1211 Connecticut Ave, NW 1967 100.0%  Dec-10 $49,500,000 125,119 395.62 6.5%
1501 M St, NW 1991/2006 94.0%  Nov-10 $79,187,000 177,525 446.06 6.6%
Supplemental-Class A Sales

325 7th St, NW 1991/1993  93.0% Jun-11  $139,000,000 169,542 819.86 4.9%
700 6th St, NW 2009 91.0% Jun-11  $191,000,000 300,000 636.67 5.5%
1100-1101 4th St, SW 2010 100.0% May-11  $356,000,000 639,546 556.64 5.6%
701-801 Penn Ave, NW 1990 96.2% Mar-11  $615,000,000 703,997 873.58 4.6%
1101 K St, NW 2006 82.0% Mar-11  $199,000,000 293,598 677.80 4.6%
1111 Penn Ave, NW 1967/2002  100.0% Oct-10  $220,000,000 331,074 664.50 4.9%
1101 Penn Ave, NW 1898/1990 88.0% Jun-10  $180,000,000 219,627 819.57 5.5%

All are good quality office buildings which exceed 100,000 square feet in size, and are in
downtown Washington, DC. The first five sales are considered Class B assets and indicate
rates in the range of 6.0% to 6.6%. The Class A sales include “trophy” properties which attract
the most significant institutional interest; this competition results in buyers bidding up the
prices, and consequently lowering the OARs. The range of OARs for the Class A properties is
4.6% to 5.5%, but the lowest rates are reflective of properties where contract NOI is viewed as
below market by the buyers. The buyers expect to be able to increase these returns near-term
as below-market leases expire.
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The subject is an iconic landmark building, which would increase investor interest in the asset.
The location is excellent. However, there are several negative factors that would have an
upward affect on the capitalization rate:

- The building requires continual maintenance due to its age and lack of a recent
renovation;

- Contract rent is projected to be at market, with no near-term upside potential;

- The floor plates are inefficient for modern office use;

Considering these positive and negative factors, a rate above those extracted from the Class A
sales, and at the low end of the Class B sales, is appropriate, or +/-6.0%.

Investor Survey

The “Korpacz Real Estate Investor Survey” for the Third Quarter 201 indicates that, for
institutional investments in Washington, DC office buildings, overall cap rates average 5.98%,
based on a range of 4.5% to 8.0%. The average reflects a decrease of 66 basis points during
the past year. The subject would be expected to fall near the average; its age and condition
and functional obsolescence keep it from the low end of the range, but its location and iconic
status warrant a rate below the high end.

We also discussed current investor sentiment with Drew Flood of Cassidy Turley, a major
downtown investment sales broker. He stated that the lowest rates, of 4.5% to 5.0%, would be
appropriate for the top tier, trophy assets with the best income quality, and potential to
increase rents. The 5.0% to 5.5% range is for Class A buildings with little upside. Class B
assets have fewer buyers competing for a purchase, and trade at +/-6% cap rates. One factor
affecting investor appetites today is the current uncertainty regarding federal government
demand for office space, and potential cuts to the federal budget. As a result, some
conservative investors are taking a wait and see approach for the DC office market.

Considering the characteristics discussed above, a rate of 6% is supported for the subject.
Conclusion

Comparable sales activity is considered to be the most reliable indicator of applicable yield
rate, since the investor surveys primarily represent “targets” which are often higher than the

rates which apply to completed sales. Based on the information discussed above, we have
utilized a 6.0% rate for the subject, assuming GSA occupancy.
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Capitalization of Net Operating Income

The direct capitalization analysis is summarized on the table which was previously presented.
Applying the selected rate to the estimated NOI for the subject building reflects a stabilized
value of $67,013,735. From this, we deduct the costs to perform immediate repairs (including
20% profit) of $10,100,000. In addition, we deduct the $100/sf Tl allowance estimated for the
two restaurant spaces, or $1,100,000 The resulting value estimate as-is, assuming occupancy
by the federal government, is $56,000,000 (rounded).
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Income Approach — The Annex
Market Rent

We have been asked to hypothecate occupancy of the Annex by the federal government. In
our opinion, the only viable option for government occupancy of the Annex would be for back
office operations, or perhaps exhibit space connected to the mission of the agencies
occupying the Old Post Office. The space, if properly demised and finished, would be most
comparable to below-grade office space in the district.

We have previously estimated market rent for the above grade office at the Old Post Office at
$41.50/sf, full service. The following table shows the range of below grade office rents
downtown, and the discount to the above-grade rental rate. Note that below grade space is
not common in the District.

Building Average Asking Rent
Address Class Upper Lower Difference

1625 Mass Ave, NW
1110 Vermont Ave, NW

$45.00 $26.00 42%
$48.00 $26.50 45%
Average 38%

Below grade office space rents for $25 to $42 per square foot, full service, which represents a
discount of 19% to 51% from the above grade office rents. The most common rent for Class B
buildings is $25 to $27.50 per square foot. The average discount to the above grade rent is
38%. We estimate market rent for the Annex at $27.00 per square foot, or 35% below the
above grade office rental rate. As previously stated, the subject will require $35 per square
foot to demise the office areas and install ceilings and floor covering.

607 14th St, NW A $55.00 $30.00 45%
919 18th St, NW B $45.00 $35.00 22%
1101 15th St, NW B $39.00 $25.00 36%
1156 15th St, NW B $41.00 $25.00 39%
1020 19th St, NW A $44.00 $27.50 38%
1225 Eye St, NW B $45.00 $22.00 51%
1620 Eye St, NW B $43.00 $24.00 44%
1100 H St, NW B $38.00 $23.00 39%
2021 K St, NW B $52.00 $42.00 19%

B

A
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STABILIZED OPERATING FORECAST
Gross Income

Potential Gross Income reflects the maximum amount of income which a property is capable of
producing at full occupancy. Income may be derived from a number of different sources,
including base rent, percentage rent, expense reimbursements, and miscellaneous activities.
Effective gross income is estimated by subtracting vacancy and collection losses from
Potential Gross Income.

Base Rent: This is based on the estimate of market rent applied to the estimated net rentable
area. The stabilized gross rent estimate is $1,989,259.

Expense Reimbursements: There would be no expense reimbursements from office tenants
during the first (base) year of the analysis.

Vacancy and Collection Losses: We have estimated long term vacancy and collection loss at
6.0%, including 1% collection loss, as previously discussed.

Effective Gross Income: Deducting vacancy and collection losses from projected PGl yields a
stabilized EGI estimate of $1,869,903.

Operating Expenses

In order to estimate the operating expenses for the subject, we have considered the same
expense comparables as the previous analysis. No operating history is available.

Comp Comp 1 Comp 2 Comp 3 Comp 4
Size (SF) 350,000 475,000 275,000 150,000
Year Built 1980s 1992 2005 1993
Expense Year 2010 2009 Budg 2011 2010
Insurance $0.23 $0.35 $0.18 $0.28
Repairs & Maintenance $2.77 $2.18 $1.45 $3.41
Management $1.72 $1.47 $1.23 $0.77
As % of EGI 2.5% 2.0% NA 3.0%
Janitorial/Cleaning \1 $2.57 $3.53 $3.51 $3.96
Utilities $3.32 $2.97 $3.95 $4.06
General & Administrative $1.27 $1.33 $0.79 $0.34
Total (Excluding RET) $11.88 $11.83 $11.11 $12.82

1\ Includes contract services
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Real Estate Taxes: As previously described in the Real Estate Tax section of this report, real
estate taxes are based on our analysis of market comparables. We estimated real estate taxes
at $2.98 per rentable square foot on a stabilized basis.

Insurance: The expense comparables indicate a range of $0.18 to $0.35 per square foot for
hazard and liability insurance. We have utilized $0.35 per s.f. of total rentable area as our
stabilized estimate of this expense. This is due to the small size of the property and low
building efficiency compared to GBA.

Repair and Maintenance Costs include charges for maintaining the interior and exterior of the
building and grounds. Repairs and maintenance expenses for the comparables generally
appear to be between $1.45 and $3.41 per square foot, excluding janitorial and contract
service costs. We have made a separate deduction for the cost to perform urgent repairs and
install new HVAC systems. We have concluded to an expense that is near the middle of the
range of the comparables, or $2.25 per square foot of rentable area.

Management Fees: For the comparables, management fees ranged from 2% to 3% as a
percentage of potential gross income. These rates are relatively low, and reflect the very high
office rents which apply in downtown Washington. Management fees have been estimated at 3
percent due to the lower rental rate for space below grade, which results in a management
expense of $0.76 per s.f. of rentable area. This amount is at the low end of the range
indicated by the expense comparables.

Janitorial & Contract Services: The Comparable range from $2.57 to $3.96 per square foot,
including all contract services. We have estimated an expense at $3.00 per square foot for the
subject. An additional $0.50 per square foot is included for basic security, for a total of $3.50
per square foot for cleaning and contract services.

Security: For this expense, expense comparables in our files indicate a separate expense of
$0.33 to $0.89 per square foot. Extensive GSA security would not be included in a normal full
service rental rate. We have employed market expense of $0.50 per square foot, and
assumed any additional security requirements of the tenant would be billed directly to the
tenant.
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Utilities are a variable expense that is heavily dependent on occupancy. The expense
comparables ranged between $2.97 and $4.06 per square foot. We have accounted for the
cost to install new HVAC units, so they should be fairly efficient. We have stabilized this
expense at $3.25 per square foot, slightly above the low end of the comparable range.

Administrative costs include legal and accounting fees as well as office expenses for
management. The comparable range is $0.34 to $1.33 per square foot. We have estimated
these costs for the subject at $1.00 per square foot.

Reserves for Replacement: The expense comparables do not indicate a reserve for
replacement amount. We have included $0.25/sf for the property as we assume new HVAC
systems will be installed as part of the analysis. This is in line with investor surveys for office
buildings.

Expense Conclusion

Total estimated stabilized operating expenses for the subject property equals $1,056,765, or
$14.34 per rentable square foot. The expenses amount to $11.11 per square foot of rentable
office area, excluding taxes and reserves. The comparable expenses are $11.11 to $12.82
per square foot, excluding taxes, which provide excellent support for our estimate.

Net Operating Income
Subtracting estimated expenses from the projection of effective gross income results in an

indicated stabilized NOI of $813,138. The stabilized income and expense projection is
presented on the following page.
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DIRECT CAPITALIZATION ANALYSIS
DC0029ZZ- ANNEX BUILDING

SEPTEMBER 2011
Total
REVENUES
Office Space 73,676 SF $27.00 FS $1,989,259
Expense Recoveries -
Potential Gross Income $1.989.259
Vacancy and Collection Allowance: All Space at 6.00% (119,356)
Effective Gross Income $1,869,903
OPERATING EXPENSES
Real Estate Taxes $2.98 219,700
Insurance 0.35 25,787
Repairs & Maintenance 2.25 165,772
Management 3.00% 0.76 56,097
Janitorial/Services 3.00 221,029
Security 0.50 36,838
Utilities 3.25 239,448
General & Administrative 1.00 73,676
Reserves 0.25 18,419
Total Operating Expenses $14.34 $1,056,765
NET OPERATING INCOME $11.04 $813,138
INDICATED VALUE AS IS
Net Operating Income Capitalized at 6.25% $13,010,206
Less: Urgent Repairs ($1,950,000)
Less: Tl at $35 PSF ($2,578,669)
Indicated As-Is Value $8,481,537
Rounded $8,500,000
Per SF $115.37
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DIRECT CAPITALIZATION

Estimate of Overall Rate

Please refer to the prior discussion concerning an appropriate capitalization rate for the Old
Post Office Building. We concluded to a rate of 6.0%. Additional factors affecting the

capitalization rate for the subject include the following:

Negative Factors

- The building has poor visibility and no real presence;
- The design is poor and quality is low for office tenants.

Positive Factors
- The property will have new systems upon completion of the necessary
improvements to be made rentable.

Considering these positive and negative factors, a rate slightly above that selected for the Old
Post Office is appropriate, or +/-6.25%.

Capitalization of Net Operating Income

The direct capitalization analysis is summarized on the table which was previously presented.
Applying the selected rate to the estimated NOI for the subject building reflects a stabilized
value of $13,010,216. From this, we deduct the costs to perform immediate repairs (including
20% profit) of $1,950,000. In addition, we deduct the $35/sf Tl allowance to demise and finish
basic office space, or $2,578,669. The resulting value estimate as-is, assuming occupancy by
the federal government, is $8,500,000.
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SALES COMPARISON APPROACH

For this appraisal, the direct comparison technique has been used to estimate the subject
property's value. Direct comparison involves analysis of each comparable based on those
elements which have a measurable effect on market value. The unit price of each comparable
is then adjusted, on the basis of differences between its elements and those of the subject, to
reflect the characteristics of the subject property. Assuming that the market will determine
price for the subject in the same manner as the comparables, this analysis results in an
indication of price for the subject property.

The following transactions have been selected from the local market as being most
comparable to the Old Post Office Building.

Comp 1 Comp 2 Comp 3 Comp 4 Comp 5
National Press Building Floyd Akers Bldg Longfellow Plaza
Property/Address 529 14th Street, NW 1140 Connecticut Ave 1255 23rd St, NW 1211 Connecticut Ave 1501 M Street, NW
Washington, DC Washington, DC Washington, DC Washington, DC Washington, DC
Sale Date Jun-11 Jan-11 Jan-11 Dec-10 Nov-10
Net Rentable Area (SF) 420,000 186,721 341,443 125,119 177,525
Land Area (SF) 44,139 17,960 55,539 18,665 17,137
Floor Area Ratio 9.52 10.40 6.15 6.70 10.36
Year Built/Renovated 1928/1985 1966 1983/2008 1967/2008 1991/2006
Quality/Condition Average Average Good Average Good
Parking None 1.61 per 1,000 sf .73 per 1,000 sf .90 per 1,000 sf .82 per 1,000 sf
Consideration $167,500,000 $80,250,000 $137,400,000 $49,500,000 $79,187,000
Price Per S.F. (NRA) $398.81 $429.79 $402.41 $395.62 $446.06
Capitalization Rate 6.0% 6.3% 6.5% 6.5% 6.6%
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Property Identification

Record ID
Property Type
Property Name
Address

Tax ID

Sale Data
Grantor
Grantee

Sale Date

Deed Book/Page
Verification

Sale Price
Cash Equivalent

Land Data
Land Size
Zoning
Topography
Utilities

General Physical Data

Building Type
Net SF

Stories

Year Built
Condition
Building Class

Improved Sale No. 1

3621

Office, Class B

National Press Building

529 14th Street, NW, Washington, Washington D.C. 20045
0254-0053

Press Building LL.C
CPT NP Building LLC
June 23, 2011
2011069218

Drew Flood, Broker

$167,500,000
$167,500,000

1.013 Acres or 44,139 SF
C-4

Sloping, at street grade
Public

Multi Tenant
420,000

14

1928 1985 Renovated
Average

B
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Improved Sale No. 1 Continued

Income Analysis

Net Operating Income $10,050,000
Indicators

Sale Price/Net SF $398.81
Floor Area Ratio 9.52

Land to Building Ratio 0.11:1
Occupancy at Sale 95.3%
Overall or Cap Rate 6%

Net Operating Income/Sq. Ft. $23.93

Remarks

This building is located at the SWC of F Street and 14th Street, just north of Pennsylvania Avenue and
two blocks from the White House. It has 17% retail space on the ground floor and lower level, including a
Filene's Basement department store. The office space is leased to many small tenants, and the broker
reports that most have below market rents. The buyer viewed the acquisition as an opportunity to increase
NOI and achieve a higher return in the first two years. Note that the NRA excludes the National Press
Club space, which is occupied rent free for 70 years. This is a long-established private club that lends
some prestige to the building. The pro forma NOI included additional expense for anticipated increase in
property taxes, as the assessment is about 30% below the purchase price. Quadrangle, the main partner in
the selling entity, acquired a minority interest (3%-5%) in the buying entity, but the broker stated that this
was after the closing and the recorded price reflects 100% fee ownership transfer.
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Property Identification

Record ID
Property Type
Address

Tax ID

Sale Data
Grantor
Grantee

Sale Date

Deed Book/Page
Verification

Sale Price
Cash Equivalent

Land Data
Land Size
Zoning
Topography

Improved Sale No. 2

_':—.EE.‘=‘=‘=\ g

3622

Office, Class B

1140 Connecticut Avenue, NW, Washington, Washington D.C. 20036
0161-0032

CESC 1140 Connecticut Ave LP
WRIT 1140 CT, LLC

January 11, 2011

2011004971

Will Collins, Broker

$80,250,000
$80,250,000

0.412 Acres or 17,960 SF
C-4
level
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General Physical Data
Building Type

Net SF

Stories

Year Built

Condition

Retail Space

Income Analysis
Net Operating Income

Indicators

Sale Price/Net SF

Floor Area Ratio

Land to Building Ratio
Occupancy at Sale

Overall or Cap Rate

Net Operating Income/Sq. Ft.

Remarks

Improved Sale No. 2 Continued

Multi Tenant

186,721

12

1966 Periodic renovations
Average

Ground Floor

$5,056,000

$429.79
10.40
0.10:1
99%
6.3%
$27.08

The building is located mid-block but has frontage on both Connecticut Avenue and 18th Street, NW. It
was 99% leased to 25 office tenants and four retail tenants including the Improv Comedy Club. The seller
had provided about $2,000,000 in capital improvements over the prior two years. The broker reports
contract rents were about 10% below market, and there was not significant rollover (over 15%) in any one
year. There is some upside potential to increase NOI over time. The property has an underground
parking garage and is within walking distance of two metro stations.
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Property Identification
Record ID

Property Type
Property Name
Address

Tax ID

Sale Data
Grantor
Grantee

Sale Date

Deed Book/Page
Verification

Sale Price
Cash Equivalent

Land Data
Land Size
Zoning
Topography

General Physical Data
Building Type

Net SF

Stories

Year Built

Condition

Income Analysis
Net Operating Income

mproved Sale No. 3

3623
Office, Class A
Floyd Akers Bldg

1255 23rd Street, NW, Washington, Washington D.C. 20037

0050-0086

Capitol 50 Associates
1255 23rd Street Trust
January 28, 2011
2011012720

Broker, Will Collins

$137,400,000
$137,400,000

1.275 Acres or 55,539 SF
CR
Level

Multi Tenant

341,443

8

1983 2008 renovation
Good

$8,930,000
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Improved Sale No. 3 Continued

Indicators

Sale Price/Net SF $402.41
Floor Area Ratio 6.15
Land to Building Ratio 0.16:1
Occupancy at Sale 95%
Overall or Cap Rate 6.5%

Net Operating Income/Sq. Ft. $26.15

Remarks

This is a mid block building with access from both 22nd and 23rd Streets in the West End. It has glass
windows on all four sides and good light to each floor. The broker reports little near-term rollover
exposure, and an NOI that was close to market. The lobby and common areas were renovated in 2008.
The building has 248 parking spaces in a below-grade garage. Amenities include a rooftop courtyard with
trees and on-site fitness center for tenant use.
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Property Identification

Record ID
Property Type
Property Name
Address

Tax ID

Sale Data
Grantor
Grantee

Sale Date

Deed Book/Page
Sale History
Verification
Sale Price

Cash Equivalent

Land Data
Land Size
Zoning
Topography

General Physical Data

Building Type
Net SF
Stories

Year Built
Condition

Improved Sale No. 4

3624

Office, Class B
Longfellow Plaza
1211 Connecticut Avenue, NW, Washington, Washington D.C. 20036
0159-0084

1211 Financial Associates LLC
FP 1211 Connecticut Ave LLC
December 09, 2010

2010109367

$35,225,000 7/2009
Dek Potts, Broker (HFF)

$49,500,000
$49,500,000

0.428 Acres or 18,665 SF

C3C
Level

Multi Tenant
125,119
8

1967 2008 Updates

Average
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Improved Sale No. 4 Continued
Income Analysis

Net Operating Income $3,217,500
Indicators

Sale Price/Net SF $395.62
Floor Area Ratio 6.70

Land to Building Ratio 0.15:1
Occupancy at Sale 100%
Overall or Cap Rate 6.5%

Net Operating Income/Sq. Ft.  $25.72

Remarks

This mid-block building features a Washington Sport Club on the ground floor and lower level (17% of
NRA), and 24 office tenants. It is between Rhode Island Avenue and N Street, NW, in the Dupont Circle
neighborhood. The largest tenant is IRG, a division of L3 Communications, and could be considered a
credit tenant. They occupy 29% of the building through June 2014. They have a renewal option and have
been in occupancy for 15 years. The broker described NOI as stable with little rollover exposure through
2013, and rents were slightly below market. In 2008, the building underwent a $1.5 million improvement
to elevator cabs and the lobbies. It has a 112 car garage.
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Improved Sale No. 5

Property Identification

Record ID 3625

Property Type Office, Class A

Address 1501 M Street, NW, Washington, Washington D.C. 20005
Tax ID 0196-0834 & 0833

Sale Data

Grantor JBC Funds 1501 LLC
Grantee 1&G DC REIT Inc

Sale Date November 23, 2010
Deed Book/Page 2010112188

Sale History $59,749,834 June 2009
Prior Sale Info 7.5% cap; 90% leased
Verification Drew Flood, broker

Sale Price $79,187,000

Cash Equivalent $79,187,000

Land Data

Land Size 0.393 Acres or 17,137 SF
Zoning C-4
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General Physical Data

Improved Sale No. 5 Continued

Building Type Multi Tenant
Net SF 177,525
Stories 11

Year Built 1991 2006 renovation
Condition Good
Income Analysis

Net Operating Income $5,226,000
Indicators

Sale Price/Net SF $446.06
Floor Area Ratio 10.36

Land to Building Ratio 0.10:1
Occupancy at Sale 94.4%
Overall or Cap Rate 6.5%

Net Operating Income/Sq. Ft. $28.99

Remarks

This property is located at the NWC of M and 15th Streets in the CBD. Tenants are mostly law firms and
trade associations. The retail space on the ground floor is vacant, and there was still 9,000 square feet of
shell office space on the second floor. One of the lots is subject to a ground lease through 12/2086, but the
majority of the site was bought in fee simple. Based on information provided by a third party involved
with the prior sale, the value of the ground lease is estimated at $6,500,000. The property has
underground parking for 146 cars, operated by Colonial Parking. The seller had been able to increase
NOI at the property since their purchase in 2009, but capitalization rates have also declined since the prior
sale, resulting in appreciation of the asset. The capitalization rate is based upon in place NOI but had the
potential to increase to 6.9% after the first year.
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SALES COMPARISON ANALYSIS

OLD POST OFFICE - DC0029ZZ

WASHINGTON, DC

SEPTEMBER 2011
Comp 1 Comp 2 Comp 3 Comp 4 Comp 5
National Press Building Floyd Akers Bldg Longfellow Plaza
Property/Address 529 14th Street, NW 1140 Connecticut Ave 1255 23rd St, NW 1211 Connecticut Ave 1501 M Street, NW
Washington, DC Washington, DC Washington, DC Washington, DC Washington, DC
Sale Date Jun-11 Jan-11 Jan-11 Dec-10 Nov-10
Net Rentable Area (SF) 420,000 186,721 341,443 125,119 177,525
Land Area (SF) 44,139 17,960 55,539 18,665 17,137
Floor Area Ratio 9.52 10.40 6.15 6.70 10.36
Year Built/Renovated 1928/1985 1966 1983/2008 1967/2008 1991/2006
Quality/Condition Average Average Good Average Good
Parking None 1.61 per 1,000 sf .73 per 1,000 sf .90 per 1,000 sf .82 per 1,000 sf
Consideration $167,500,000 $80,250,000 $137,400,000 $49,500,000 $79,187,000
Price Per S.F. (NRA) $398.81 $429.79 $402.41 $395.62 $446.06
Capitalization Rate 6.0% 6.3% 6.5% 6.5% 6.6%
Transaction Adjustments
Property Rights Conveyed 0% 0% 0% 0% 8.21%
Adjusted Price $398.81 $429.79 $402.41 $395.62 $482.68
Financing 0% 0% 0% 0% 0%
Adjusted Price $398.81 $429.79 $402.41 $395.62 $482.68
Conditions of Sale 0% 0% 0% 0% 0%
Adjusted Price $398.81 $429.79 $402.41 $395.62 $482.68
Time Adjustments 0% 5% 5% 5.5% 6.0%
Adjusted Price $398.81 $451.27 $422.53 $417.38 $511.64
Comparative Adjustments
Location/Visibility/Views 5% 10% 10% 10% 5%
Physical Characteristics
Age & Condition -10.0% -10% -15.0% -10.0% -20%
Building Size 0% 0% 0% 0% 0%
Building Efficiency -10% -10% -10% -10% -10%
Retail Space 0% 5% 5% 0% 5%
Parking 0% -5% -2.5% -2.5% -2.5%
Use/Zoning 0% 0% 0% 0% 0%
Economic Characteristics -10% -10% -10% -10% -10%
Non-Realty Components 0% 0% 0% 0% 0%
Net Comparative Adjustment -25% -20% -23% -23% -33%
Adjusted Price Per S.F. $299.11 $361.02 $327.46 $323.47 $345.35
Average Adjusted Unit Price $331.28
Median Adjusted Unit Price $327.46
Indicated Subject Value $325.00
Subject's Size 219,231
Indicated Value $71,250,075
Less: Estimated cost of Urgent Repairs ($10,100,000)
Less: Estimated cost of Restaurant T ($1,088,400)
Indicated As-Is Value $60,061,675
Rounded $60,000,000
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ADJUSTMENT OF COMPARABLE IMPROVED SALES

Transaction Adjustments

Property Rights Conveyed: The comparables must first be adjusted to reflect differences in
the property rights conveyed between buyer and seller. Most transfers of real estate convey
fee simple, leased fee, or leasehold estates. To the extent that there are differences between
the estate being appraised and that transferred in a comparable, an adjustment may be
required. Adjustments in this category also recognize the impact on price of transfers of less
than 100% ownership of the property. In the case of the subject property analysis, Sale 5
involves a leasehold interest in part of the land. The value of this was estimated at
$6,500,000, based on the terms of the lease. This has been applied as an upward adjustment
of 8.21%. No adjustments are warranted for the other sales.

Financing Adjustments: Financing arranged by the seller, in the form of assumed financing or
a note accepted for part of the purchase price, may affect the price paid for the property.
Common examples include: 1) the provision of seller financing when other borrowing options
are not available, which tends to elevate price; 2) Seller or assumed financing at favorable
terms, which also tends to elevate price; and 3) Existing financing at unfavorable terms which
is required, typically by an existing lender, to transfer with the property, which tends to depress
price. None of the properties involved seller or assumed financing; No adjustments were
therefore required.

Conditions of Sale: Unusual conditions affecting the transaction may result in a price which is
higher or lower than that expected under a normal, arms length transfer. Common examples
include a seller under pressure to raise capital or unusual relationships between the buyer and
the seller. No adjustments were required.

Market Conditions Adjustments

Changes in Market Conditions: Over time, changing market conditions affect the pricing of real
estate. Each sale must be adjusted to reflect these changes between the date of sale and the
date of the appraisal. Sale 1 is reflective of current market conditions. Given the decline in
capitalization rates over the last year, Sales 2-5 were adjusted upward slightly for market
conditions.

Comparative Characteristic Adjustments

Location & Visibility: The subject is located in the East End on Pennsylvania Avenue. It has a
corner location and excellent visibility and access to Metro. The location is most similar to Sale
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1, which received a small upward adjustment for location off Pennsylvania Avenue. The other
sales have inferior locations in the CBD, and require upward adjustment. Sales 2-4 received
larger adjustments due to their mid-block locations.

Physical Characteristics: These adjustments reflect differences in site characteristics and an
array of building factors, including age/condition, size, parking availability and income
characteristics.

Age/Condition: We have considered the subject as if the urgent repairs have been
made and later made a deduction for the cost of these repairs, including profit. Even
after the repairs are completed, the building would be considered in average condition
with older style office space and unrenovated rest rooms and common areas. All of the
comparables received more recent renovations or are newer in terms of age, and were
adjusted downward for this factor.

Building Size: The comparables, which range from 125,119 to 420,000 square feet,
do not indicate a pattern of change in price based on differences in size. In fact, the
largest comparable (Sale 4) sold for the lowest overall cap rate among the sales.
Where operating real estate such as office space in very large office markets such as
Washington, DC is concerned, it has been our experience that size is not normally a
barrier to interest among investors. Sales of very large buildings, and large portfolios of
buildings occasionally occur, and normally do not indicate an loss in value due to bulk.
The subject size is within the range of the comparables. As a result, no adjustment for
this physical characteristic was required.

Building Efficiency: The subject building has an abnormally high core factor; we have
applied a 25% core factor to the usable square footage, which is well above the
comparables. The excess rentable area is located in hallways which, while usable to a
government tenant, is less valuable than demised office space. The comparables have
been adjusted upward by 10% to reflect the lower value of these areas.

Retail Space: The subject includes about 14% retail space, which commands a higher
rental rate than does office space. The percentage of retail area is comparable to
Sales 1 (14%) and 4 (17%), and no adjustment is made. Sales 2, 3 and 5 have under
5% retail area and were adjusted upward for this factor.

Parking: The subject has only seven surface spaces which generate a small amount
of revenue; the parking ratio is 0.03 per 1,000 square feet of rentable area. Garage
parking provides a modest amount of additional net income to CBD office buildings.
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Small upward adjustments were made to Sales 2-5 for their superior parking ratios.

Economic Characteristics: These adjustments include attributes of a property that affect its
current and future income stream, primarily vacancy at the time of sale, durability of existing
income, and expense ratios. The subject is valued as if fully leased with rents at market levels.
Income durability will be good, and tenant quality is assumed to be average. This is generally
consistent with the Sales. However, due to the inefficient HVAC system at the property and
large atrium, energy costs are much higher than typical, reducing net operating income. Each
comparable received a downward adjustment for the inefficiencies of the subject that result in
higher operating costs.

Use: The use for which a property was purchased has an effect on price. While the
comparables utilized in this analysis were purchased for the same general highest and best
use as the subject property, minor variations may be present which affect value. None of the
comparables is substantially different from the subject in terms of use, and no adjustment was
required.

Non-Realty Components of Value: If the subject or the comparables include personal
property, business concerns, or other intangible elements which do not constitute real estate,
these items must be considered in this analysis. Certain property types, such as hotels or
restaurants, typically include personal property as part of a transaction. No personal property
is included in the subject or in the comparables, and no adjustments are necessary.

Conclusion

The adjustments and their resulting indications are summarized on the preceding table. After
adjustments, the sales indicate a range of $299.11 to $361.02 per square foot, with an
average of $331.28 per square foot. Sale 1 is deemed most similar in terms of location and
physical factors, and received most weight. As a result, we have concluded to a value for the
subject that is slightly below the average and median indications, or $325 per square foot.
Applied to the subject's 219,231 square feet of net rentable area, the indicated preliminary
market value is $71,250,000. This equates to an EGIM of 7.94. From this, we have deducted
the cost of near term capital expenditures discussed in the Income Approach, resulting in a
final market value estimate, as-is, of $60,000,000 (rounded).
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Annex Building

There are no properties that are truly comparable to the annex. In its current condition, it
would be most similar to the shell building sales analyzed in Part 2 of this report (Value
Scenario #5). However, the subject is inferior in many respects to these properties, due to lack
of street visibility, lack of exterior windows, and because over 1/3 of the NRA is below grade.
Due to the client requirement that we consider the Annex “as if" occupied by the federal
government, we have provided an analysis of these shell building sales. However, as
continued occupancy is not the highest and best use of the property as improved, we have
placed little weight on this approach.

The following table summarizes the shell building sales. Full sale profiles with photographs
can be found on pages 181-190 in Part 2 of the valuation analysis.

Comp 1 Comp 2 Comp 3 Comp 4 Comp 5
Property/Address 1100 Vermont Ave, NW 440 1st Street, N\W 2055 L Street, N\W 624 9th St, NW 200 Eye St, SE
Washington, DC Washington, DC Washington, DC Washington, DC Washington, DC
Sale Date Apr-11 Dec-10 Dec-10 Mar-10 Oct-09
Net Rentable Area (SF) 79,510 104,746 102,854 93,553 421,017
Land Area (SF) 6,978 16,479 Condo-NA 12,998 92,817
Floor Area Ratio 11.39 6.36 7.20 4.54
Year Built/Renovated 1961 1982 1963 1981 1959
Quality/Condition Below Average Below Average Below Average Below Average Below Average
Parking 2.5 per 1,000 sf 0.91 per 1,000 sf 1.0 per 1,000 sf None Bsm't Conv. To Gar.
Consideration $14,200,000 $23,300,000 $12,750,000 $21,000,000 $85,200,000
Price Per S.F. (NRA) $178.59 $222.44 $123.96 $224.47 $202.37
Occupancy Rate 0.0% 0.0% 2.7% 80.0% 0.0%
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Adjustment of Comparable Improved Sales
Transaction Adjustments

Property Rights Conveyed: The comparables must first be adjusted to reflect differences in
the property rights conveyed between buyer and seller. Most transfers of real estate convey
fee simple, leased fee, or leasehold estates. To the extent that there are differences between
the estate being appraised and that transferred in a comparable, an adjustment may be
required. Adjustments in this category also recognize the impact on price of transfers of less
than 100% ownership of the property. All of the sales involved purchase of a fee simple or
leased fee analysis limited only by existing space leases. Sale 2 was purchased in two stages,
one transaction for the leasehold interest followed by a second transaction for the leased fee
interest under a ground lease. We have combined both purchases, which is reflective of the
value of the entire fee simple interest.

Financing Adjustments: Financing arranged by the seller, in the form of assumed financing or
a note accepted for part of the purchase price, may affect the price paid for the property.
Common examples include: 1) the provision of seller financing when other borrowing options
are not available, which tends to elevate price; 2) Seller or assumed financing at favorable
terms, which also tends to elevate price; and 3) Existing financing at unfavorable terms which
is required, typically by an existing lender, to transfer with the property, which tends to depress
price. None of the properties involved seller or assumed financing; No adjustments were
therefore required.

Conditions of Sale: Unusual conditions affecting the transaction may result in a price which is
higher or lower than that expected under a normal, arms length transfer. Common examples
include a seller under pressure to raise capital or unusual relationships between the buyer and
the seller. Sale 1 was acquired at auction due to foreclosure. When properties are sold at a
foreclosure auction, they may be subject to additional costs due to buyer's premiums paid to
the auctioneer, and prices may be below market due to inadequate marketing effort. Although
this property is very well located, its price per square foot was closer to the low end of the
range indicated by the comparables. We have applied an upward adjustment to reflect these
factors. Sale 3 involves the acquisition of the top three floors of an office building along with a
small first floor retail space, which had been subdivided into a condominium. The seller,
Verizon, had used the entire building to house telecommunications equipment, and would
continue to do so on the lower four floors of the building. The buyer was required to perform
base building upgrades to the exterior, mechanical system, and lobby, which would benefit the
entire building. This most likely had a downward impact on the price paid for the buyer’s
condominium, and we have applied an upward adjustment which would reflect the need to
spend approximately $25 per square foot on base building improvements which would benefit
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the seller’s space. No adjustments were required for the remaining comparables.
Market Conditions Adjustments

Changes in Market Conditions: Over time, changing market conditions affect the pricing of real
estate. Each sale must be adjusted to reflect these changes between the date of sale and the
date of the appraisal. Sale 1 is reflective of current market conditions, having sold earlier in
2011. Sales 2 and 3 were transferred in late 2010, and required a slight upward adjustment to
reflect the decline in office capitalization rates since that time. Sale 4 transferred earlier in
2010, and required a greater upward adjustment. Sale 5 transferred in late 2009, nearly two
years ago, and overall cap rates for Washington, DC office buildings have declined
substantially since that time (7.11% PwC avg in 4" Qtr 2009, vs. 5.98% 3™ Qtr 2011) resulting
in strong increases in office sale prices. This sale was adjusted upward by 15%.

Comparative Characteristic Adjustments

Location & Visibility: The subject is located in the East End on Pennsylvania Avenue. It has a
mid-block location with poor visibility, but good access to Metro. Sales 1 and 4 have corner
locations in the East End, and were adjusted downward slightly to reflect the subject’s mid-
block location. This adjustment is tempered slightly by the Pennsylvania Avenue address of
the subject. Sales 2 and 3 are located in the Capitol Hill and West End submarkets,
respectively, where average office rents are somewhat lower than those in the East End.
These sales received upward adjustments which were slightly tempered by the subject’s
inferior visibility. Finally, Sale 5 is located in the Capitol Riverfront, which is secondary to more
traditional downtown locations. The property has good visibility, but still received the largest
upward adjustment for its inferior market location.

Physical Characteristics: These adjustments reflect differences in site characteristics and an
array of building factors, including age/condition, size, parking availability and income
characteristics.

Age/Condition: All of the sales were purchased for a major renovation, which is
comparable to our expectations for the subject. No adjustments were necessary.

Building Size: The subject has been analyzed based on our estimate of effective net
rentable area, which is 73,676 square feet. Since the analysis reflects the value of a
proposed renovation project, larger buildings may result in more complicated projects,
which can require longer lease-up periods, delaying the owner’s ability to enjoy the
financial benefits of the renovation. Sales 1, 2, 3, and 4 are similar to the subject. Sale
5 is much larger than the subject, and received an upward adjustment.
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Space Layout/Windows: The subject building has incurable functional obsolescence
in that three of the exterior walls abut the adjacent IRS building, resulting in no exterior
windows. The atrium does provide some natural light to the center of the building, but
this is far less desirable than traditional office buildings with perimeter windows. As
discussed in the income analysis assuming continued federal government occupancy,
the space is most comparable to below grade office, which shows a 35% discount in
rent compared to above grade space. A smaller adjustment was made to Sale 5 since
a portion of the area is below grade and will be converted to parking. All of the other
comparables reflect above grade square footage only.

Parking: The subject has no parking on site. Garage parking provides a modest
amount of additional net income to CBD office buildings. Small upward adjustments
were made to Sales 1, 2, 3 and 5 for their superior parking ratios.

Use / Zoning: No adjustments were required for this factor.

Economic Characteristics: These adjustments include attributes of a property that affect its
current and future income stream, primarily vacancy at the time of sale, durability of existing
income, and expense ratios. The subject is fully vacant and needs substantial renovation to
create occupancy. Sales 1, 2, 3, and 5 were vacant or largely vacant at the time of sale, and
no adjustments were needed. Sale 4 was purchased with a sale/leaseback from the original
owner, and there were also a number of other tenants which were expected to remain in the
property and continue to generate income during the planning and pre-development period.
This sale required a downward adjustment.

Non-Realty Components of Value: |If the subject or the comparables include personal
property, business concerns, or other intangible elements which do not constitute real estate,
these items must be considered in this analysis. Certain property types, such as hotels or
restaurants, typically include personal property as part of a transaction. No personal property
is included in the subject or in the comparables, and no adjustments are necessary.
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Property/Address

Sale Date

Net Rentable Area (SF)
Land Area (SF)

Floor Area Ratio

Year Built/Renovated
Quality/Condition
Parking

Consideration

Price Per S.F. (NRA)
Occupancy Rate

Transaction Adjustments
Property Rights Conveyed
Adjusted Price
Financing
Adjusted Price
Conditions of Sale
Adjusted Price
Time Adjustments
Adjusted Price
Comparative Adjustments
Location/Visibility/Views
Physical Characteristics
Age & Condition
Building Size
Space Layout/Windows
Parking
Use/Zoning
Economic Characteristics
Non-Realty Components
Net Comparative Adjustment

Adjusted Price Per S.F.

Average Adjusted Unit Price
Median Adjusted Unit Price
Indicated Subject Value
Subject's Size
Indicated Value

SALES COMPARISON ANALYSIS
ANNEX BUILDING - DC0029ZZ
WASHINGTON, DC

SEPTEMBER 2011
Comp 1 Comp 2 Comp 3 Comp 4 Comp 5
1100 Vermont Ave, NW 440 1st Street, NW 2055 L Street, NW 624 9th St, NW 200 Eye St, SE
Washington, DC Washington, DC Washington, DC Washington, DC Washington, DC
Apr-11 Dec-10 Dec-10 Mar-10 Oct-09
79,510 104,746 102,854 93,553 421,017
6,978 16,479 Condo-NA 12,998 92,817
11.39 6.36 7.20 4.54
1961 1982 1963 1981 1959
Below Average Below Average Below Average Below Average Below Average
2.5 per 1,000 sf 0.91 per 1,000 sf 1.0 per 1,000 sf None Bsm't Conv. To Gar.
$14,200,000 $23,300,000 $12,750,000 $21,000,000 $85,200,000
$178.59 $222.44 $123.96 $224.47 $202.37
0.0% 0.0% 2.7% 80.0% 0.0%
0% 0% 0% 0% 0.00%
$178.59 $222.44 $123.96 $224.47 $202.37
0% 0% 0% 0% 0%
$178.59 $222.44 $123.96 $224.47 $202.37
10% 0% 25% 0% 0%
$196.45 $222.44 $154.95 $224.47 $202.37
0% 5% 5% 10% 15%
$196.45 $233.57 $162.70 $246.92 $232.72
-5% 5% 5% -5% 10%
0% 0% 0% 0% 0%
0% 0% 0% 0% 10%
-35% -35% -35% -35% -30%
-5% -5% -5% 0% -5%
0% 0% 0% 0% 0%
0% 0% 0% -10% 0%
0% 0% 0% 0% 0%
-45% -35% -35% -50% -15%
$108.05 $151.82 $105.76 $123.46 $197.81
$137.38
$123.46
$130.00
73,676
$9,577,880
Rounded $9,600,000
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Conclusion

The adjustments and their resulting indications are summarized on the preceding table. After
adjustments, the sales indicate a range of $105.76 to $197.81 per square foot, with an
average of $137.38 per square foot.

We have placed the least amount of emphasis on Sales 1, 3, and 5. Sale 1 was a recent
foreclosure auction, and while basic aspects of the sale were confirmed and the deed was
clear that the buyer was the high bidder at the price of $14,200,000, the buyer would not
respond to questions about additional potential costs, such as auction premiums or assumed
debt. While we do not believe that there was any existing debt that was assumed as part of the
auction, the lack of specificity makes this sale somewhat less reliable. Sale 3 was the
purchase of a component of a building in condominium form, and the buyer was not able to
specify the cost of base building improvements which would benefit the owner of the remaining
space. While we adjusted for this factor, we would prefer greater certainty regarding the extent
of these costs. Finally, Sale 5 was purchased by the District of Columbia, which had the
property under lease at the time. The price is substantially higher than the remaining
comparables, and it is possible that the buyer, being a government entity, was less sensitive to
market considerations than would be an investor.

The remaining two sales adjusted to $151.82 (Sale 2) and $123.46 (Sale 4) per square foot,
which is within the range indicated by all five comparables, and brackets the average. As a
result, we have concluded to a value for the subject that at $130 per square foot. Applied to
the subject’'s 73,676 square feet of effective net rentable area available for renovation, the
indicated value of the Annex, in its as-is condition, assuming continued government
occupancy, is $9,577,880, rounded to $9,600,000.
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RECONCILIATION AND CORRELATION

During the process of reconciling the indications of value derived from the various approaches
employed in the appraisal, the appraiser considers the quantity and quality of the information
available for use in each approach, as well as the applicability of each approach to the
appraisal problem at hand.

Two of the three traditional approaches to value were utilized for the as-is value estimate of
the subject property. The indications from each approach are as follows:

Sales Comparison Income Cost
Approach Approach Approach
Scenario 1
Annex Land Value $28,000,000 N/A N/A
Scenario 2
Old PO Land Value $115,000,000 N/A N/A
Scenario 3
Annex at Govt. Occ. $9,600,000 $8,500,000 N/A
Scenario 4
Old PO at Govt Occ. $60,000,000 $56,000,000 N/A

The Income Approach is generally considered to be the most reliable indicator of value for
income producing properties, because pricing decisions by investors are based on income
analyses. The applicability of the approach is undermined, however, when limited data are
available to support estimates of revenues, expenses, and required investment yields.

There were significant amounts of data available for the confident application of the Income
Approach, including comparable rents, comparable expenses, and indications of acceptable
yield rates. More importantly, the subject is an income producing property, and this approach
is judged to most accurately reflect pricing considerations of active buyers/investors. As a
result, the Income Approach received the greatest weight in our judgment of the subject
property's value assuming continued government occupancy.

The Sales Comparison Approach is most reliable when a number of confirmed sales of similar
properties are available for analysis. Value contributions by standard property components
can be easily identified and adjusted for. If the subject property has unique or specialized
elements, or if there are substantial variations between the comparables and the subject, the
indicated value is less reliable. A number of recent comparable sales of office buildings in
downtown Washington, DC were available for this analysis. A large volume of detail was
available regarding each of the sales, increasing the reliability of the adjustments. With regard
to this appraisal, the sales selected provided a good indication of current pricing in the office
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market in the area. However, the Old Post Office is different in many respects from the
comparables; the Annex has no true sales for comparison upon completion of renovation, and
is best compared to buildings purchased as shells. As a result, only secondary weight was
placed on this approach for both properties, assuming continued government occupancy.
However, it is the sole applicable approach for estimating the underlying land for each
property, assuming the land was vacant.

The Cost Approach is considered to be a reliable indicator of the value of special use
properties. Since such properties are purchased for a specific use rather than general income
production, value tends to be driven by the value of the site and the depreciated replacement
cost of the improvements. This approach is also applicable to new properties, where little or
no functional or external obsolescence is present. In this instance, the Cost Approach is not
applicable as the subject is neither new, nor a special use property. There is significant
depreciation including physical and functional elements, the estimates of which are subject to
significant potential error. Further, investors do not rely on this approach when purchasing a
fully leased income property. As a result, the approach has not been developed in the
appraisal. Based on the value indications summarized above, we estimate the market value
as-is of the fee simple interest of the property under the four requested scenarios is estimated
as follows:

Scenario 1

Annex Land Value $28,000,000
Scenario 2

Old PO Land Value $115,000,000
Scenario 3

Annex at Govt. Occ. $8,500,000
Scenario 4

Old PO at Govt Occ. $56,000,000

For scenarios 3 and 4, we have made deductions for urgent capital repairs and costs to lease
the space as follows. These are considered urgent requirements needed to either make the
vacant space usable, or to cure a significant deficiency, and would reflect the likely behavior of
private sector investors analyzing the properties:

ltem Old Post Office Annex
Install HVAC to Annex\1 $875,000
Replace Switchgear $1,650,000

Skylight Repairs $1,035,000 $250,000
Exterior Windows $2,766,952

Exterior Wall Repairs $2,520,821

Miscellaneous\2 $0 $503,675
Steel Beams at PA Ave $445.000 0
Total $8,417,773 $1,628,675
With 20% Profit $10,101,328 $1,954,410
Rounded $10,100,000 $1,950,000

1\ Estimate for equipment for 350 ton capacity

@ $2,000/ton from MVS, Section 53, PP 4 & 5

Other costs from ABP.

2\ Demise from IRS, misc electrical and elevator @ $5/sf
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Part 2 -
Value Scenario 5
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HIGHEST AND BEST USE

This analysis addresses Value Scenario 5, an estimate of value for the subject property on an
as-is basis, based on the property’s Highest and Best Use and to a typical market investor.
This scenario makes no assumption of continued occupancy by the federal government.

HIGHEST AND BEST USE AS THOUGH VACANT

An analysis of the HBU of the site as though vacant was generated in Part 1 of this report, and
concluded the following:

Of the legal, physically possible, and financially feasible uses, it is our opinion that office use
with first floor retail space is the maximally profitable use, and therefore highest and best use.
These uses not only enjoy strong demand in the local market, they are the most common uses
in the DD/C-5 zone to the north of the property, and are most compatible with surrounding
development. While there is sporadic hotel and residential development within downtown
Washington, DC, office is by far the preferred land use in the area. As will be shown in the
detailed HBU in Part 2 of the appraisal, these alternate uses also generate a lower return to
the land than do office and retail. Based on these patterns observed throughout downtown,
office and retail development would be expected to generate the highest profitability and return
to invested capital over the long term.

HIGHEST AND BEST USE AS IMPROVED

Analysis of the HBU of a property as-is, or as currently improved, establishes the use factors to
be considered in the valuation. In most cases, the current use of a property is also its highest
and best use. However, there are instances where renovation would result in higher
profitability, either through increasing the value of the current use, or through permitting a more
valuable alternative use. In rare cases, the value of the site as though vacant and available for
an alternate use, is greater than any other use. In these instances, demolition of the existing
improvements to allow for the re-use of the site is the highest and best use.

The general implication of these considerations is that the current use is the highest and best
use, unless its value would be enhanced by a planned renovation or demolition of the
improvements. The financial requirement of an alternative use is that the value of the property
after completion of demolition (i.e., the value of the site) or renovation must clearly exceed the
cost to acquire the property in its as-is condition plus the costs of demolition or renovation.

The current uses at the subject property include (1) For the Old Post Office building, retail and
food court uses on the ground floor, retail and office uses on the first floor, minor management
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oriented office space and vacant retail space on the mezzanine or balcony floor, and office
use on floors two through eight. Floor nine is windowless space, which is currently utilized for
storage and back office space, comparable to basement areas in other office buildings; and (2)
For the Annex building, retail and public oriented space, which is currently vacant, and has
remained so since the mid-1990’s.
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ANALYSIS OF LEGALLY PERMISSIBLE USES

As discussed earlier in the Zoning section of this report, the subject property is indicated as
being unzoned on the Washington, DC zoning maps. This reflects that the subject property is
part of land originally and continually owned by the United States government, and it is part of
an area known as the Federal Triangle. For purposes of this appraisal, based on patterns of
zoning in surrounding areas, it appears that the property could be treated in a manner
comparable to properties zoned DD/C-5, which is the designation applied to privately owned
properties on the north side of Pennsylvania Avenue. This zone is also known as the
Pennsylvania Avenue Development District. The property is also subject to the Downtown
Development District (DD) overlay, which encourages the addition of arts, retail, and
entertainment uses, particularly on the first floor of a new building. According to the standards
of the DD/C-5 zone, permitted uses include office, retail, hotel, residential, and services uses
(among others), with mixed use being allowable and common in the area. The permitted
density is high, with the base FAR at 10.0, potentially increasing to 12.0 if certain public
amenities are included in a project. Building height is limited to 130 feet (13 stories), though
this can be increased to 160 feet under certain circumstances. Thus, based on the property’s
lack of zoning, and consideration of the DD/C-5 zone which applies to nearby properties, the
subject could potentially be developed with a wide range of uses, at a density level amount the
highest allowable in Washington, DC.

However, there are several other factors which limit the likely character and density of
development at the subject property, which are summarized below:

National Register of Historic Places: The Old Post Office and Clock Tower were added to
the NRHP in 1973. The building, having been completed in 1899, is considered one of the
iconic structures in downtown Washington, DC, and was the first building constructed in the
Federal Triangle (see below). At the time of its completion, the clock tower, at 315 feet, was
the third highest structure in Washington, DC, behind the Capitol and the Washington
Monument. The Clock Tower has become a popular tourist attraction in downtown
Washington, and the National Park Service provides tours in which visitors may go to the top
of the tower to observe the nearby monuments and government buildings along Pennsylvania
Avenue and The Mall. Removal of this building to allow redevelopment of the site would
undoubtedly not be permitted.

Clock Tower Tourism / Department of the Interior: The General Services Administration has
entered into an agreement with the US Department of the Interior to allow continued operation
of, and access to, the Clock Tower in the Old Post Office building. The intent of this agreement
is to ensure continued public accessibility to the tower, and to assign responsibilities for its
maintenance and operation. The agreement was signed in March 2009, and expires October
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1, 2012, but may be renewed upon agreement of the parties. As part of this appraisal, we have
assumed that the agreement will be perpetually renewed, and the areas required for the
continued operation of the Clock Tower as a visitation attraction will be unavailable to any
entity wishing to renovate or redevelop the Old Post Office building. Any renovation must also
provide for public access to the Clock Tower during established visitation hours.

Preservation Guidelines, Old Post Office & Annex: For purposes of this appraisal, we have
reviewed the preservation guidelines affecting any renovation of the Old Post Office building,
as described in the Request for Proposals, Redevelopment of the Old Post Office, issued
March 24, 2011 by the GSA. Those guidelines establish various preservation zones on the
exterior and interior of the building, with varying levels of restriction on the impact of any
redevelopment. The guidelines establish (1) Restoration zones, which consist of the most
architecturally important features, and which must be maintained or restored in terms of
materials, quality, and appearance, in a manner consistent with their original condition; (2)
Rehabilitation zones, which are less important but may contain significant features or details
which should be retained as part of any redevelopment, and may be changed to allow a more
contemporary use as long as the changes do not adversely affect appearance; and (3)
Renovation zones, which are not considered historically significant, and may be altered as long
as the alterations do not have a negative impact on rehabilitation or restoration zones. Key
elements of the guidelines are summarized below:

e The fagcade and original exterior of the Old Post Office building and clock tower are
restoration zones, and must be maintained.

e Exceptions to restrictions on altering the character of the exterior include the Annex
(referred to in the guidelines as the Addition), the south loading dock, the northeast
ground level entry (used for handicapped access), the kiosk adjacent to the Annex, and
the ground level entry on the south side of the building. These areas of the building
may be retained and renovated, or may be removed.

e The slate roofing must be maintained, as well as the glass skylight in the center of the
roof.

e Original windows and frames must be maintained; interior storm windows may be
added.

¢ Retail space on the ground floor, first floor, and mezzanine level can be renovated and
put to a different use, though original 1 floor and mezzanine atrium walls and windows
must be maintained.

e First floor lobbies must be maintained with original materials.

e The metal skylight framing over the mezzanine must be maintained, and must remain
transparent if re-glazed.

e Some of the original first floor deck was removed in 1979 to allow light to penetrate to
the ground floor retail area; some of this floor area could be rebuilt.
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e The corridors surrounding the atrium on each floor have been identified as
rehabilitation zones, and the original finishes are considered to be significant. The
corridors must be maintained, but they may change use. Ornamental plaster must be
retained and restored, and new openings in the interior corridor may be considered. A
key factor, however, is that covering the openings between the corridors and the atrium
with glass is permitted. This has already been done in parts of the 2", 3" and 8"
floors.

e Corner office suites in the fifth floor include the original Postmaster General’s suite in
the southeast corner, which is considered to be a restoration area. The other three
corner offices on this floor will either be rehabilitation areas, or restoration areas, and
will be maintained.

e The existing decorative metal elevator enclosures and stairwells must be maintained.

e Other significant details, such as spiral staircases, mailbox drops, and fuse boxes are
considered original and must be maintained.

e The Annex (Addition) is not considered significant. According to the guidelines, it may
be renovated, removed, or replaced.

Federal Triangle: The subject property is within an area known as the Federal Triangle,

bounded by 15" Street, NW on the west, Pennsylvania Avenue and E Street, NW on the
north, Constitution Avenue on the south, and 6" Street on the east.

Nati

FEDERAL TRIANGLE
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The Federal Triangle is a complex of buildings originally constructed in the 1930s to house
some of the original departments of the United States government. Development of the area
had its genesis in 1925 and 1926, with the passage of the Public Buildings Act, authorizing
construction of new buildings in the Federal Triangle, as well as the Supreme Court building,
and an extension of the Government Printing Office. [The Federal Triangle area was
previously known as ““Murder Bay” — a muddy, flood-prone, malaria-ridden, poverty-stricken
region lacking in roads, sewer system, running water and almost exclusively home to
numerous brothels and an extensive criminal underclass.””] The Old Post Office building
already existed at this time, as did an office building owned by the District of Columbia. Seven
new buildings were ultimately constructed, including buildings to house the Commerce
Department, Internal Revenue Service, Justice Department, National Archives, Federal Trade
Commission, and a new building for the Post Office headquarters. The only recent
construction in the Federal Triangle is the Annex Building of the subject property, and the
Ronald Reagan International Trade Center building.

The subject property includes the original Old Post Office building and the Annex, which are
surrounded on the south and east by the IRS building. Opposite the Old Post office on the
west side of 12" Street is the building constructed for the Post Office headquarters, which now
houses the Environmental Protection Agency.

> Wikipedia - http:/en.wikipedia.org/wiki/Federal Triangle
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As noted previously, and shown in the aerial photo above, the Old Post Office building is a free
standing structure at the southeast corner of Pennsylvania Avenue and 12" Streets, NW, while
the Annex is located within a courtyard formed by the Old Post Office and IRS buildings. It is
connected to the IRS building on three sides, and is accessible by vehicles from the original C
Street right of way from the west off of 12" Street, and by pedestrians from an open plaza
along the original 11" Street right of way from the north off of Pennsylvania Avenue.

Building heights vary in the immediate vicinity, with the Old Post Office being the highest; the
clock tower rises over 300 feet, and the Old Post Office building is nine stories, however the
first floor is approximately five feet above street grade and has a floor to floor height of about
30 feet. Thus, the Old Post Office, exclusive of the clock tower, is the equivalent of a 10 to 11
story building. The IRS buildings, adjacent to the Old Post Office and Annex, have six floors
along 12" Street, Pennsylvania Avenue and 10™ Street, and seven floors in the interior.
However, it appears that the six levels fronting the surrounding streets have higher than
normal story heights, and are generally equivalent to a seven story building.

It is our opinion that any new construction which may take place on the Annex site would be
required to maintain a high level of consistency with the surrounding buildings in the Federal
Triangle, especially the Old Post Office and the IRS building. The Old Post Office rises nine to
ten stories in effect, whereas the IRS building rises about seven stories in effect. It is our
opinion, considering that the Annex site is technically a part of the IRS property, that the IRS
building heights would exert more control over new development on the Annex site, and we
therefore estimate that an eight story building would be the maximum permissible on this site.
This would result in a gradual change from the ten or eleven story height of the Old Post Office
to the seven story height of the IRS building.

Other Development Restrictions: Other factors which must be taken into account, in regard
to potential new development on the Annex site include:

e The prohibition on alteration of the fagade of the Old Post Office building dictates that
any new structure may not connect to the Old Post Office. The existing Annex building
has a temporary glass structure which allows direct passage from the first floor of the
Old Post Office into the Annex.

e |t is our understanding that GSA regulations require a 50-foot buffer between any new
construction and the adjacent IRS buildings. However, we have been informed by a
representative of the GSA that it is possible that this restriction could be modified based
on the inclusion of protective design features in a new building, such as blast-proof
walls.
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As such, it appears that any new structure on the Annex site must be a free standing building,
though we assume that the existing basement level could be maintained.

Implications for the Annex Site: Based on the restrictions noted above, we have estimated
the area which could serve as a footprint for new construction on the Annex Site, based on
measurements shown on a parcel plan provided to us by GSA, shown below. The area shown
as Parcel 2 represents the existing footprint of the Annex Building. Parcel 1 is the pedestrian
plaza leading south from Pennsylvania Avenue along the original 11" Street, and Parcel 3 is
the loading and parking area accessible via the original C Street from 12" Street to the west.
The area identified as Square 323 Lot 800 is the Old Post Office building, which covers its
entire site.
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The potential building envelope in which the Annex currently sits measures approximately 212
feet deep east to west, between the east wall of the Old Post Office and the west wall of the
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IRS courtyard. At its western end, it is approximately 209 feet north to south, inside the walls of
the IRS courtyard. The north line of the envelope angles northward from east to west, so that
the distance along the east side of the envelope, from north to south, is estimated at 230 feet.
Allowing a 50 foot setback from the IRS buildings on the north, east, and south sides, and a 30
foot setback from the Old Post Office building on the west side, would result in a building
footprint estimated at 15,510 s.f., as shown below:

LY =)

However, if the IRS setbacks were reduced to 30 feet, then the potential building footprint
would increase to 23,850 square feet. Considering the character of development in the Federal
Triangle area, it is our opinion that setbacks of less than 30 feet would be have difficulty
gaining approval. It would also appear that setbacks of 30 to 50 feet would permit for adequate
pedestrian plazas, and would also allow an adequate amount of natural light to all surrounding
buildings.

The resulting building would have natural light to all four sides, exposure (though not frontage)
along Pennsylvania Avenue, pedestrian access from Pennsylvania Avenue, and vehicular
access from 12" Street via the C Street right of way. A floor plate size of 15,000 to 24,000
square feet is smaller than ideal for new construction, but is not uncommon in downtown
Washington, DC.
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One additional factor to be considered, in regard to the Annex Site, is that the architecture of
the Annex is decidedly inconsistent with the surrounding buildings in the Federal Triangle.
Removal of this building, with an appropriate redevelopment of the site may be seen by local
and federal planning officials as an improvement to the architectural profile of the area.
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ANALYSIS OF PHYSICALLY POSSIBLE USES

Old Post Office Building: As noted above, the Old Post Office building is considered a
historically significant structure, and cannot be removed. The exterior of the building may not
be changed, and the most significant elements of the interior must remain as well, particularly
the atrium, and the corridors surrounding the Atrium.

Ground Floor: This level currently houses the food court and a number of retail spaces, as well
as open seating area for customers, the entrance for tours of the Clock Tower, and the
massive foundation of the clock tower. There is also a substantial amount of mechanical space
on this level. There is a direct entrance into the ground floor on the south side of the building.
This has a ramp and serves as a handicapped accessible entry to the building. The primary
physical limitation on this space is its below grade position and lack of windows. According to
our analysis, as summarized in the Property Description and Income Approach, the ground
floor includes 8,916 s.f. of food court space, 4,497 square feet of existing retail space, plus
approximately 2,740 s.f. in the lower level of Unit 101, a bi-level restaurant space which is now
vacant. The total usable space available on this floor, therefore, is estimated at 16,153 square
feet. This floor includes a significant amount of open floor area, but because it is below grade,
and because it is used only for access to the food court, retail spaces, clock tower, and
mechanical space, it has not been included in our measurements.

First Floor: The first floor houses the entrances to the Old Post Office on the north, east, and
west sides of the building. Lobbies on the north, east, and west sides must be maintained. This
floor houses one existing office space of 5,492 s.f. on the west side of the building (NEA), two
vacant bi-level retail/restaurant spaces totaling 10,884 s.f. at the front corners of the building
on Pennsylvania Avenue, a variety of retail spaces totaling 6,995 s.f. beneath and adjacent to
the atrium (some of which are currently vacant), approximately 3,553 s.f. in the upper level of
Unit 101 (mentioned above) and a meeting room used by GSA on the east side (estimated at
1,530 s.f.), not currently designated as part of the net rentable area. All of this space would be
considered usable as part of a renovation of the building, and the total usable area on this
floor is estimated at 28,454 square feet. GSA has not provided us with any measurement of
the circulation and core area on this floor, which would normally contribute to rentable area.
Based on floor plans provided to us, we have estimated the circulation area at approximately
16,000 square feet, and core areas (e.g. restrooms and restroom access corridor, etc.), at an
additional 1,000 square feet.

Mezzanine: The primary space on the mezzanine is a vacant former restaurant space totaling
11,019 square feet, which was excluded from the valuation of the property on an as-is basis in
Part 1 of this report. This space is currently used as a lounge for employees of the Old Post
Office building (security, maintenance, etc.), and part of the space has been subdivided for
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use as the security office. This space is accessible via a stairwell from the first floor retail court,
or by an elevator located near the southwest corner of the floor. There is a circulation corridor
on this floor, however its measurement was not provided by the GSA; we have estimated this
area at 2,500 square feet. The mezzanine also includes the management office, which we
have assumed would remain in this use, and would not contribute to usable area as part of a
renovation. [Note: the bi-level Pennsylvania Avenue restaurant spaces described as part of the
first floor above, have upper level space on the mezzanine level; however, these spaces do
not appear to be accessible from within the mezzanine, and have been allocated to the first
floor, not to the mezzanine.]

Floors 2 through 8: These are the upper floors of the building currently used for office space by
the GSA. The primary physical limitation to these floors is the presence of the atrium, and the
corridors which surround the atrium on all sides. Due to the large size of the atrium, and the
width of the corridors (14 to 15 feet), the depth of the office space between the corridors and
the exterior walls ranges from about 18 feet to 33 feet in most instances, but can be as large
as 42 feet in some of the corner spaces. The usable area on floors 2 through 8, as mentioned
previously in this report, is 139,825 square feet. The corridors contribute an additional 63,841
square feet, and the core areas (restrooms, etc.) add 7,137 square feet. If all of this space is
included, the rentable area of floors 2 through 8 would be 210,803 square feet.

Ninth Floor: This is the uppermost floor of the building, currently used primarily for storage or
back office operations. A primary limitation on the use of the floor is access, with only one
small elevator currently serving the floor, though improved service could potentially be
provided as part of a renovation. Other limitations on the use of this floor include the
substantially narrower areas available for occupancy between the corridors and exterior walls
due to the sloping roof line, and the lack of windows. According to the floor plan provided to us
by GSA, this floor has 7,050 s.f. of usable area (mostly storage and windowless back office),
of which 3,717 is controlled by the National Park Service for access to the Clock Tower. Net of
the Park Service space, there is only 3,333 s.f. of usable area on this floor. There is also 3,571
s.f. of corridor area, and 8,941 s.f. of area designated as "Core", which is mostly in the corners
or perimeters of the floor, and we have assumed to be unusable due to minimal ceiling height.

Other Considerations: The first floor of the building is approximately five feet above grade,
which limits the appeal of first floor retail space. The building has no parking, and it would
appear unlikely that any parking could be adapted into the existing structure.

Conclusion: While the Old Post Office building has some physical limitations relating to its
design, it would appear that the structure is capable of continuing to accommodate office and
retail uses. Hotel and residential (multi-family) uses could be accommodated within the existing

146



METZBOWER, WATTS & HULTING

structure, but not without substantial renovation. The floor areas in the building available for
renovation, as discussed above, are summarized as follows:

Usable Area \1
Floor Existing Added Total Corridors\2 Core\2 Total
Lower Level \3 16,153 16,153 16,153
Floor 1 26,924 1,530 28,454 17,000 825 46,279
Mezzanine 11,019 11,019 2,500 13,519
Floors 2 through 8 139,825 139,825 63,841 7,137 210,803
Total Above Grade 166,749 12,549 179,298 83,341 7,962 270,601
Total 182,902 12,549 195,451 83,341 7,962 286,754
Floor 9 \4 3,333 3,333 3,571 6,904

1/ Existing SF is the amount used in the analysis of the property in Part 1. Added SF
is additional usable area identified by appraiser that would be available for a renovation.
2/ Amounts for 1st floor & mezzanine estimated by appraiser; others provided by GSA.
3/ Includes usable food court & retail space only - no common area.
4/ Limited access, storage and windowless office.

Based on the estimated usable area of 195,451 square feet, and the corridors and core space
of 91,3083 square feet (83,341 + 7,962), the indicated core factor is 46.7%, substantially larger
than normal for downtown DC office buildings. A normal core factor would be between 10%
and 15%.

Annex Building: The Annex building is currently vacant, but was designed and once occupied
primarily as retail space. The building has a configuration similar to a retail mall, with perimeter
retail spaces surrounding an atrium courtyard. Three of the exterior walls, adjacent to the IRS
building, lack any natural light penetration, while the eastern wall, facing the Old Post Office, is
glass. The building also has a glass skylight for part of the roof, above the atrium area.

One limitation on the use of this building is that approximately one-third of the space, on the
lower level is below grade. On the two upper levels, as noted above, only one wall has
exposure for natural light, while there is additional light penetration through the skylight and
atrium. This building does have vehicular access via the C Street right of way, with a loading
dock on the lower level. It has no parking at the present time, but it is considered physically
possible that the lower level, which is below grade, could be adapted for use as a parking
garage.

It appears that the Annex building could physically support retail use, since that is consistent
with the building’s original design. Other uses could potentially be accommodated within the
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building, such as office use, parking, apartments, or hotel use, however these alternative uses
would require substantial renovation of the building.

As discussed under the property description, the Annex Building is reported to total 100,735

square feet of gross building area (inclusive of a 2,500 s.f. loading dock), and a net rentable
area for retail leasing purposes of 50,277 square feet.
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ANALYSIS OF FINANCIALLY FEASIBLE USES

As noted previously, the analysis of financial feasibility considers the various use alternatives
identified under the prior analysis of legal permissibility and physical possibility.

According to those analyses, the Old Post Office building may not legally be removed for
redevelopment of the site; the existing office and retail use could be continued, or it could be
substantially renovated to improve the performance of the current uses or to allow an
alternative use such as hotel, multi-family, meetings and conferences, or museum space. It
does not appear that parking could be adapted into this building, however.

Summary of Alternative Uses for the Old Post Office: Market analyses have already been
presented in this report for the major use alternatives for the subject property, including office,
retail, hotel, conferences and meetings, and multi-family apartments. The reader should note
that, for each of these uses, we have assumed that the building will be taken over, renovated,
and subsequently leased to a private operator. As such, we have assumed that the onerous
security screenings which currently occur, including the use of scanners and metal detectors,
occur will not be required under private operation. Rather, we have assumed that security
measures would be typical for each type of use considered as part of this HBU analysis. This
would make the building more accessible to potential retail patrons, potential hotel guests, and
potential apartment occupants. The primary use alternatives, as well as additional potential
uses such as parking and museum space, have been summarized below:

Office Use: Office space is generally considered to be the most common use in downtown
Washington, DC, and is also the most common use in the vicinity of the subject site. All of the
surrounding properties are engaged in office use, and all of the surrounding buildings located
to the south of Pennsylvania Avenue are owned and occupied by agencies of the United
States government. Buildings located to the north of Pennsylvania Avenue frequently exhibit
retail use on the first floor, with office use on upper floors. Occupants represent a variety of
private businesses, associations, and government agencies.

As discussed in the Office Market Analysis, downtown Washington supports nearly 128 million
square feet of office space, one of the largest and strongest CBD office markets in the United
States. Rental rates are generally high, with asking rates averaging over $50 per s.f. FS
throughout downtown. The subject is located in the East End submarket, which is one of the
stronger segments of the downtown office market in DC, with almost 47 million square feet of
space, a vacancy rate of 9.0%, and an average asking rent of nearly $55.00 per s.f., FS. It is
typical in downtown Washington for office space to be provided in multi-story buildings,
ranging up to about 13 floors.
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In the Office Market Analysis, we presented specific information about rental rates at six
historic renovated office buildings, which exhibited asking rates ranging from about $45.00 per
s.f. full service, to a high of about $54.00 per s.f., NNN. In our opinion, the most comparable
properties to the subject, assuming a major renovation, would be the Homer Building and the
Evening Star building, which exhibited rates ranging from $44.00 to $54.00 per s.f., NNN. It is
our opinion that rental rates at the subject, if renovated, would most likely be at the low end of
that range, due primarily to the poor configuration of office space resulting from the retention
of the atrium and the corridors. As such, we estimate market rent for the subject for purposes
of this HBU analysis, assuming renovation, at $45.00 per s.f., NNN.

The reader should note that, in the valuation of the property using the Income Approach in Part
1 of this report, market rent was estimated on a full service basis, as opposed to the NNN
basis which was used for this analysis of Highest and Best Use. As noted in the Office Market
Analysis, office space in downtown Washington may be leased on either a full service or NNN
basis. For the analysis in Part 1, most of the rent comparables were leased on a full service
basis, so that was determined to be the most accurate method for estimated market rent in that
instance. For this Highest and Best Use analysis in Part 2, three of the six rent comparables
were based on NNN terms, while three were based on full service. The two most reliable rent
comparables, The Homer Building and the Evening Star Building, are rented predominantly on
a NNN basis, and therefore this was determined to be the most accurate methodology to be
employed for this analysis. Under a NNN lease, rents are typically lower than they would be
under a full service lease for similar space, but the tenants reimburse the landlord for all
operating expenses on an annual basis.

Retail Use: Retail is also a common use in downtown Washington, with a variety of shops,
stores, restaurants, and entertainment venues serving daytime employees, tourists, and those
seeking dining and entertainment opportunities at night. Retail rents are generally very high,
and may range up to $75 or $80 per s.f., NNN, for the best locations. Retail rents are nearly
always structured on a NNN basis, and that basis has been utilized for this analysis.

The subject offers a combination of food court space on the lower level interior, retail spaces
on the lower level and first floor, and two corner restaurant spaces along Pennsylvania
Avenue. At the present time, retail and food court rental rates at the subject are relatively low,
which in part reflects the uncertainty about the future of the building due to the pending
redevelopment. However, the lower rental rates are also reflective of the lack of direct
exposure to the street, the secondary location of the property for retail activity south of
Pennsylvania Avenue, and the restricted access to the interior of the building due to guards
and metal detectors protecting the safety of government employees.
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In Part 1 of this report we estimated retail rents at $35.00 per s.f., NNN for the restaurant and
interior retail spaces, and $35.00 per s.f. for the food court spaces. These rent conclusions
were based on the as-is condition of the property, and assumed continued occupancy of the
site by the federal government. Most importantly for the retail space, continued occupancy by
the federal government would indicate that retail patrons would continue to require security
screening and the entrances, including metal detectors and scanners. This necessity
undoubtedly deters entry by some customers, particularly area workers, and makes the retail
space more difficult to lease.

For our Part 2 HBU analysis, we have assumed that the building will be taken over by a private
developer, will be fully renovated, and entry will not be subject to screening of retail and
restaurant patrons. This should have a substantial positive impact on the volume of retail and
restaurant patronage in the building, and should result in increased potential rents. Without the
necessity of screening, the food court would be an accessible and attractive lunch venue for
tourists and nearby office workers. The Pennsylvania Avenue restaurant spaces would not
have direct access from the street, but would have access from exterior doors located on
either side of the recessed entry portico, at the top of the stairs in front of the building.

Based on the Retail Market Analysis presented earlier in this report, and on information
presented in the Income Approach regarding retail leasing activity, it is our opinion that food
court spaces in the subject building, assuming that it were renovated and that access was not
restricted, could rent for approximately $60 per s.f., NNN. This is believed to be at the high end
of rates being achieved at the food court in the Reagan ITC building, and below rates being
achieved at the National Press Club and International Square office buildings, which have
superior locations.

We further estimate that the corner restaurant spaces along Pennsylvania Avenue could rent
for $45.00 per s.f., NNN; these spaces would not enjoy improved marketability to the same
extent as the food court following a renovation, since they would still have indirect visibility and
access from the street. We further estimate that interior retail spaces could rent for $35.00 per
s.f., NNN, which recognizes their continued limitation in regard to street visibility and access.

One additional limitation on retail use is that it is traditionally undertaken on the first level of
high rise buildings, and is uncommon on upper floors. This suggests that retail use would be
feasible only as a ground floor and first floor component in the Old Post Office, with another
complementary use occupying the upper floors.

Hotel Use: As described in the Hotel Market Analysis, hotels are a common use in
Washington, DC, with an estimated 116 hotel properties and nearly 28,000 rooms. Due to the
depth of demand from a wide variety of sources, including national and international
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government related travel, meetings and conferences, business travel, tourism, and individual
leisure travel, demand for hotels is strong, with occupancies exceeding 75% thus far in 2011,
at an average ADR of just over $200 per night throughout DC.

To refine our analysis, we examined the performance of a number of historic hotels in
downtown Washington, in the vicinity of the subject. These hotels have advertised nightly
“rack” rates ranging from $300 to $650, averaging in the $425 to $525 range. The actual
reported ADRs for these hotels, according to Smith Travel Research, was about $275 per night
in 2010, and is nearly $285 per night thus far in 2011, with average occupancy around 77%.

For the subject, assuming that it was a fully renovated four or five star hotel, with an amenity
package comparable to the hotels profiled in the market analysis, we have estimated that the
property could generate an average daily rate of $325 per room, with an average annual
occupancy rate of 75%.

Meetings and Conferences: The characteristics of the meetings and conference market in
Washington, DC were discussed earlier in this report, as part of the Hotel Market Analysis.
Washington has a vibrant meeting and conference market due to the presence of the United
States government, and the substantial office market in downtown Washington. Most demand
for conference space is satisfied by the major conferencing venues such as the Washington
Convention Center and the Ronald Reagan ITC building, as well as the meeting spaces
included in the area's substantial hotel inventory. However, there is also a small component of
the office market in downtown Washington which includes conferencing facilities as a building
amenity.

Considering the location of the subject property, directly on Pennsylvania Avenue, surrounded
by government and private offices, it is highly likely that any redevelopment of the property
based on hotel use would include a sizeable amount of meeting and banquet space.
Considering the architectural characteristics of the hotel, this space would most likely be quite
attractive. However, considering the myriad meetings which take place on a daily basis in and
among government agencies, even continued use of the property as an office building could
result in sufficient demand that a meeting space could be a feasible, though small, component
of the project. It is assumed that meeting space would command the same rent as office space
at the subject site.

Multi-Family Residential Use: Multi-family use represents a small component of land use in
downtown Washington, DC, primarily because multi-family rents (and the present value of for-
sale condominium projects, by extension) tend to be lower than office rents. Nevertheless, the
apartment market in the downtown area is strong, due to the large numbers of downtown office
workers who would prefer to live near the workplace. The District of Columbia government
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encourages development of residential space in and near the downtown area. According to
data provided by ReisReports, apartment vacancies in the downtown apartment submarket are
below 5%, though average rents are typically below $3.00 per s.f. per month.

In order to consider the likely performance of new apartment units in the Old Post Office
building as though renovated, we have examined rents at several recently developed
apartment buildings in the downtown area, located between Pennsylvania and Massachusetts
Avenues, NW. These buildings exhibit rents which range from about $2.75 to about $4.11 per
square foot. Considering the location of the subject, and assuming that the building would be
fully renovated and would include a set of competitive amenities, we estimate that the building
would include a combination of studio, one bedroom, and two bedroom units averaging
approximately 800 square feet, with an average rent estimated at $3.50 per s.f., or $2,800 per
month.

Museum Use: The subject property has a unique location in Downtown Washington, DC in the
Federal Triangle, in close proximity to a large number of United States monuments, as well as
a large number of Smithsonian Institution Museums. These include such monuments along
Pennsylvania Avenue as Pershing Park, Freedom Plaza, and the US Navy Memorial; the
private Newseum at Pennsylvania Avenue and 6" Street, and such Smithsonian museums
along Constitution Avenue as the Museum of American History, the Museum of Natural
History, the National Sculpture Gallery, The National Gallery of Art, and the National Air and
Space Museum. Furthermore, the subject itself is a tourist visitation site, due to the presence
of the Clock Tower.

It is unlikely that the entire building, or even a large portion of the building, would be converted
for use as a museum. However, there are a number of museums that are privately owned in
downtown Washington, and a number of museums run by US government departments, such
as:

e The Newseum, mentioned above, dedicated to the history of the press in the United
States, which occupies its own site at Pennsylvania Avenue and 6" Street, NW.

e The International Spy Museum, which occupies approximately 54,000 s.f. of space in
an office oriented building located at 800 F Street, NW. This space was leased in 2002,
at the reported rate of $45.00 per s.f. plus electric.

e The National Geographic Society, which has exhibit space on the first floor of its office
building at 1145 17" Street, NW.

e The Laogai Museum is dedicated to revealing the plight of individuals in China’s Laogai
forced labor prison camp system. This museum occupies 5,400 s.f. of leased space in
a small office building at 2000 S Street, NW.
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e A variety of other small, privately funded museums in or near downtown Washington,
including such organizations as the National Museum of Jewish Military History, Fonda
del Sol, The Textile Museum, and private art collections such as the Phillips Collection
and the Kreeger museum.

e There are also a number of small museums sponsored by US government departments
nearby, such as the State Department’s National Museum of American Diplomacy, the
Interior Department’s Interior Museum (closed for renovations), The US Mint Kiosk and
Sales Counter, the US Navy Museum, and several other regional museums such as the
National Medical Museum in Silver Spring, the National Museum of the US Army
planned in Fort Belvoir, VA, and the National Museum of the Marine Corps in Quantico,
VA.

Considering the central location of the Old Post Office building, and the critical mass of tourism
in and around the site, it is our opinion that this would be an appropriate location for smaller
privately owned or government museums. It may also be possible that there are a number of
associations with an existing office presence in downtown Washington which would appreciate
the opportunity to lease space that is more open to the public, giving them an opportunity to
establish exhibits for the purpose of public education or raising the profile of particular issues.
It is unlikely, however, that a gallery with a highly valuable art collection would be interested in
a location such as this.

It is our opinion that uses of this type would be appropriate for the first floor of the Old Post
Office building, or for the upper two floors of the Annex building. One caveat to this analysis is
that the volume of demand for this type of space would be difficult if not impossible to gauge,
and it would also require that the user be willing to pay rent that is equivalent to an office rent
for comparable space.

Parking: Due to the mass of high density development in downtown Washington, there is
substantial demand for automobile parking spaces. Most parking is provided in below grade
parking garages underneath high rise buildings, or sometimes in surface lots placed on
undeveloped parcels. In the Income Approach, we presented information regarding monthly
parking fees, indicating that garage rents range from $260 to $300 per month. Considering the
subject’s location, we estimate that it could generate parking fees at the top of the range, or
$300 per month.

It has been our experience that, in garages which are operated by a professional parking
company, that garages staffed by attendants can typically “stack” cars in the garage, and at
peak times can park more cars than the actual number of striped spaces. Combined with the
added fees for hourly and daily stays, attended garages typically generate sufficient added
income to cover operating costs such as salaries, management fees, liability insurance, and
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cleaning. As a result, the net income returned to building owners tends to be roughly
equivalent to the applicable monthly rent times the number of striped spaces; in this case $300
per month, or $3,600 per year. Considering a typical ratio of 3 spaces per 1,000 square feet,
this would indicate the potential for parking garage space to generate $10,800 per year for
1,000 square feet, or $10.80 per square foot. Since the operating costs would already be
covered by the parking management company, the only expenses that would remain to be
covered by the landlord would be real estate taxes and building insurance. It is clear, based on
the comparatively low level of income production per square foot, that parking use would only
be appropriate in below grade spaces.

Conclusion: The estimated value of the subject buildings, including both the Old Post Office
and the Annex, based on continuation of the present uses, has been analyzed in Part 1 of this
report, and indicated $58,000,000 for the Old Post Office and $9,000,000 for the Annex.
These uses are considered to be legally permissible, physically possible, and appear to be
financially feasible, though the values are lower than for the sites, if vacant.

The remainder of this portion of the Financial Feasibility analysis will focus on alternative uses
for the subject property, to determine whether they are financially feasible, and to serve as the
basis of an analysis of maximal profitability. The primary uses to be considered in this analysis,
based on the foregoing information, are office, hotel, and multi-family use. Retail use would
most likely be limited to the ground floor and first floor of the Old Post Office building, and
other alternative uses, such as meeting and conference space, museum space, and parking,
will be considered as possible components of the primary uses.

Feasibility Analysis — Renovated Office Use — Old Post Office

Space Configuration

For analytical purposes, regarding the potential renovation of the property by a private
developer for continued office use, we have made the following judgments in regard to the
location of uses and square footages in the building:

Ground Floor: We have assumed that all of the usable space on the ground floor would
continue to be used as food court (8,916 s.f.) and retail space (7,237 s.f., which includes the
lower level of Unit 101), totaling 16,153 square feet. As mentioned above, food court rents
have been estimated at $60.00 per s.f., NNN, and rents for retail spaces on this level have
been estimated at $35.00 per s.f., NNN. The NNN expense basis is typical for retail rents, and
under this methodology all annual operating expenses are recovered from the tenant.
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First Floor: This floor totals 28,454 square feet of usable area, and is currently used primarily
for retail and restaurant space, though there is one office space leased to NEA. It is our
opinion that the following uses would generate the highest future occupancy rates and rents
for this space:

e The two front corner restaurant spaces, which are exposed to Pennsylvania Avenue,
are assumed to remain as restaurants, with rents estimated at $45.00 per s.f., NNN.
These spaces total 10,884 square feet. Restaurant leases are considered to be part of
the retail market, and therefore are typically structured on a NNN basis.

e Since estimated market rents for interior retail spaces are lower than estimated market
rents for renovated above grade office space, we have assumed that all of the space
on this floor will be converted to office use. Especially appropriate for this level would
be users with a public access orientation, such as small private museums, museum
space for long established United States government departments, or associations
interested in making exhibit or reception space available to the public for educational or
promotional purposes. This space could also potentially house a conferencing facility,
which would need to be leased by an operator that would provide conference space
and associated services for small private or government meetings. This component of
the first floor space would include the existing NEA space, existing retail space, the
upper level of Unit 101, and the estimated 1,530 s.f. space currently used for GSA
meetings. Assuming that the tenants on this level would have a public orientation, we
would assume that the corridor spaces would remain open. The total usable space in
this category would be 17,570 square feet, and we estimate it's market rent, assuming
renovation, at $45.00 per s.f., NNN. As mentioned previously in this analysis, we have
estimated market rents for this Part 2 HBU analysis on a NNN basis, which is consistent
with the most reliable market rent comparables. Under this expense structure, all office
tenants would reimburse the landlord for annual operating expenses.

Mezzanine: This level currently houses a space of 11,019 square feet which is vacant, along
with adjoining corridor area estimated at 2,500 square feet. This space is not appropriate for
retail or restaurant use, in our opinion, due to limited visibility and accessibility. It is our opinion
that the best use of this level would be for office or meeting space, and that the corridor could
be combined into the existing usable area, resulting in a contiguous space of 13,519 square
feet. Market rent for this space would be $40.00 per s.f., NNN, reflecting a discount for the
unusual access arrangements for this floor.

Second through Eighth Floors: These floors are currently utilized for office space, and would
be expected to remain in this use. The usable area reported for these floors is 139,825 square
feet, and these spaces are served by circular corridors surrounding the atrium totaling 63,841
square feet. We note that on Floors 3 (Dept. of Education) and 8 (NEA and IMLS), portions of
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the corridors have been converted to office use, and are already included in usable areas; the
complete corridors on each floor total about 10,040 s.f., which would indicate a total corridor
area of about 70,280 were it not for these exceptions. In the case of a full floor tenant, the
entire corridor could conceivably be included in the usable area. On other floors, large tenants
could incorporate sections of the corridor into enclosed usable areas, as long as the
enclosures did not interfere with other tenants' access to the elevator lobbies; this would
primarily be appropriate for spaces at the north and south ends, or corners of the building. For
purposes of this appraisal, we have assumed that about 30,000 square feet of the remaining
corridor space could ultimately be included in usable areas for larger office tenants. This would
result in a total estimated usable office area for these floors of 169,825 square feet.

Ninth Floor: This floor has limited accessibility and no windows. There is a small amount of
usable area on this floor (7,050 s.f.) which could be used for storage or windowless office
space. As part of a major renovation it might be possible to improve elevator service to this
floor, which could open up the usable area for office space. However, it appears that the
amount of space which could potentially be used on this floor is so small, that the value of
completing elevator service, mechanical services, and interior finishes may be questionable.
We have not included any of this space in our analysis.

Conclusion: Based on the analyses and assumptions outlined above, total usable area for the
building is estimated at 227,951. In order to estimate a market oriented net rentable area to be
used for analysis purposes, we have increased the usable area of the office spaces indicated
above by a core factor of 1.12, representing the typical ratio between usable and rentable
building area in this market. The building areas of the Old Post Office building for renovation
for office use, therefore, are estimated as follows:

USABLE AREA
Floor Food Court Retail Restaurant Office Total
Ground 8,916 7,237 - 16,153
Floor 1 10,884 17,570 28,454
Mezzanine 13,519 13,519
Floors 2 though 8 169,825 169,825
Total 8,916 7,237 10,884 200,914 227,951
RENTABLE AREA
Floor Food Court Retail Restaurant Office Total
Ground 8,916 7,237 - 16,153
Floor 1 10,884 19,678 30,562
Mezzanine 15,141 15,141
Floors 2 though 8 190,204 190,204
Total 8,916 7,237 10,884 225,024 252,061
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Stabilized Operating Estimate

Gross Rents: We have estimated NNN revenues for the property, assuming a complete, high
quality renovation, based on the market rent estimates noted above, applied to the estimated
rentable areas.

Expense Recoveries: Since all market rent estimates are based on NNN expense terms, we
have assumed that all expenses may be recovered from the landlord. This is typical for NNN
leases for both retail and office space. As noted in the following table, we have included a line
item for expense recoveries, and an amount equal to the annual operating expenses, on a per
square foot basis, is applied against the entire estimated rentable area for the subject building,
assuming completion of the renovation.

Vacancy and Collection Losses: Office vacancies in downtown Washington are currently
reported at 9.5%, and vacancies in the East End are currently at 9.0%, according to CoStar.
The renovated office rent comparables utilized for this analysis ranged from 9.1% vacancy to
0% vacancy. For the subject, we have estimated vacancies at 6.0%, plus 1.0% for collection
losses, for a total of 7.0%.

Operating Expenses: For this HBU analysis, we have estimated operating expenses for the
subject assuming completion of a major renovation, based on the following expense
comparables:

Comp Comp 1 Comp 2 Comp 3 Comp 4
Size (SF) 350,000 475,000 275,000 150,000
Year Built 1980s 1992 2005 1993
Expense Year 2010 2009 Budg 2011 2010
Insurance $0.23 $0.35 $0.18 $0.28
Repairs & Maintenance $2.77 $2.18 $1.45 $3.41
Management $1.72 $1.47 $1.23 $0.77
As % of EGI 2.5% 2.0% NA 3.0%
Janitorial/Cleaning \1 $2.57 $3.53 $3.51 $3.96
Utilities $3.32 $2.97 $3.95 $4.06
General & Administrative $1.27 $1.33 $0.79 $0.34
Total (Excluding RET) $11.88 $11.83 $11.11 $12.82

1\ Includes contract services

For estimated real estate taxes, we have considered the current and proposed 2012
assessments for five of the renovated office rent comparables, which are summarized in the
following table:
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2011 Assessment

RSF Land Impr's Total 2011 RET 2012 BID Total Tax Tax/SF
The Homer Building 421,084 $99,242,690 $77,234,310 $176,477,000 $3,258,825 $64,425 $3,323,249 $7.89
The Evening Star Building 219,627 $59,718,400 $39,856,600  $99,575,000 $1,836,138 $33,303 $1,869,441 $8.51
The Woodie's Building 498,920  $135,758,700 $58,652,300 $194,411,000 $3,590,604 $71,871 $3,662,475 $7.34
Hamilton Square 246,392 $77,627,000 $14,832,200  $92,459,200 $1,704,495 $110,766 $1,815,261 $7.37
The Colorado Building 121,701 $37,318,400 $1,786,600  $39,105,000 $717,443 $18,239 $735,682 $6.04
The Tower Building 124,706 $24,300,000 $6,933,950  $31,233,950 $571,828 $17,578 $589,406 $4.73

2012 Assessment Estimated

RSF Land Impr's Total 2012 RET 2012 BID Total Tax Tax/SF
The Homer Building 421,084 $99,242,690 $111,674,700 $210,917,390 $3,895,972 $64,425 $3,960,397 $9.41
The Evening Star Building 219,627 $59,718,400 $117,698,820 $177,417,220 $3,276,219 $33,303 $3,309,522 $15.07
The Woodie's Building 498,920  $135,758,700 $77,169,950 $212,928,650 $3,933,180 $71,871 $4,005,052 $8.03
Hamilton Square 246,392 $77,627,000 $65,465,320 $143,092,320 $2,641,208 $110,766 $2,751,974 $11.17
The Colorado Building 121,701 $37,318,400 $9,134,240  $46,452,640 $853,374 $18,239 $871,613 $7.16
The Tower Building 124,706 $24,300,000 $13,651,360  $37,951,360 $696,100 $17,578 $713,678 $5.72

At the present time, the tax levels for the comps range from $4.73 to $7.89 per s.f., but
assessments are proposed to increase significantly for 2012, which would increase tax
burdens to between $5.72 and $11.17. Considering the potential value indicated for the
subject we have estimated stabilized taxes at $10.00 per s.f.

The remaining operating expenses have been estimated in a manner consistent with the
comparables. Total operating expenses have been estimated at $23.44 per square foot.

Net Operating Income: Based on the foregoing analysis, NOI has been estimated at
$10,121,823, which equates to $40.16 per square foot.

Direct Capitalization and Indicated Value

To provide an indication of the potential value of the Old Post Office following a major
renovation, we have utilized the direct capitalization method. To select an overall capitalization
rate, we have considered recent sales of Class A and B office buildings in downtown,
Washington, DC., which are summarized in the following table.

The indicated OARs range from 4.6% to 7.5%, though most are in the range of 5.2% to 6.0%.
The sales took place between 3 months and 15 months in the past, and recent investor
surveys (see below) indicate that OAR expectations have declined 15 basis points in the past
quarter, and 66 basis points in the past year. This suggests that these sales would indicate a
lower range of rates today. It is our opinion, that for a property such as the subject, which is
analyzed based on market rent, that a rate closer to the upper end of the range is appropriate.
This reflects that there is limited "upside" in projected revenues, since the NOI estimate does
not reflect the impact of any older leases which have below market rents.
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Property Class Yr Bt NRA SF Date Price  Price/SF OAR
Evening Star Building A 1889 219,627 6/2010 $180,000,000 $819.57 5.2%
1101 Pennsylvania Ave, NW

1899 Pennsylvania Ave, NW A 1915 186,482 9/2010 $151,100,000 $810.27 5.6%
Farragut Building A 1963 146,648 9/2010 $93,500,000 $637.58 5.7%
900 17th St, NW

700 6th Street, NW A 2009 300,000 6/2011 $191,000,000 $636.67 5.5%
1101 K Street, NW A 2006 293,598 3/2011 $199,000,000 $677.80 4.6%
2121 K Street, NW A 1981 190,458  11/2010 $82,443,249 $432.87 7.5%
US News Complex A 1986 279,264 2/2011 $140,000,000 $501.32 6.0%
2300 N Street, NW

Akers Building A 1983 341,443 1/2011 $137,400,000 $402.41 6.5%
1255 23rd St, NW

National Press Building B 1928 490,960 6/2011 $167,500,000 $341.17 6.0%
529 14th St, NW

Longfellow Building B 1967 125,119  12/2010 $49,500,000 $395.62 6.5%

1211 Connecticut Ave, NW

The most recent survey of investors by PwC indicated that overall rates for Washington, DC
office buildings ranged from 4.5% to 8.0%, and averaged 5.98%. This represents a decline in

the average of 15 basis points in the past quarter, and 66 basis points in the past year.

Based on this data, we have analyzed the subject using an overall cap rate of 5.75%, which
when applied to pro forma NOI indicates a rounded value of $176,000,000, assuming
completion of a renovation and stabilized occupancy. This equates to $698.25 per rentable
square foot, which is within the range indicated by the sale comparables, and is considered to
be reasonable. The stabilized operating forecast and hypothetical valuation analysis for the
Old Post Office based on the assumption of renovation for office use is presented in the

following table.
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DIRECT CAPITALIZATION ANALYSIS
OLD POST OFFICE BUILDING
WASHINGTON, DC
ASSUMING REDEVELOPMENT WITH OFFICE SPACE
PRO FORMA AS OF SEPTEMBER 2011

REVENUES

Standard Office Space at Market Rent 209,882 s.f. $45.00 per s.f. $9,444,690
Mezzanine Office Space at Market Rent 15,141 s.f. $40.00 per s.f. $605,640
Total Office Space 225,023 s.fi. $44.66 per s.f. $10,050,330
Pennsylvania Avenue Restaurants 10,884 s.f. $45.00 per s.f. $489,780
Lower Level Retail Space 7,237 s $35.00 per s.f. $253,295
Food Court Space 8,916 s.i. $60.00 per s.f. $534,960
Total Retail Space 27,037 s.f. $47.27 pers.f. $1,278,035
Potential Gross Rental Income 252,060 s.f. $44.94 pers.f. $11,328,365
Expense Recoveries, Vacant Space 252,060 s.f. $23.44 per s.f. $5.908.286
Potential Gross Income $17,236,651
Vacancy and Collection Allowance: 7.0% of all rental income (1.206,566)
Effective Gross Income $16,030,086

OPERATING EXPENSES

Real Estate Taxes $10.00 pers.f. $2,520,600
Insurance $0.35 pers.f. 88,221
Repairs & Maintenance $3.00 pers.f. 756,180
Management 2.5% $1.59 pers.f. 400,752
Janitorial & Cleaning $3.50 pers.f. 882,210
Utilities $4.00 pers.f. 1,008,240
General & Administrative $1.00 pers.f. 252,060
Total Operating Expenses $23.44 per s.f. $5,908,263
NET OPERATING INCOME $10,121,823

Per S.F. $40.16

INDICATED MARKET VALUE, ASSUMING COMPLETION & STABILIZED OCCUPANCY

Net Operating Income Capitalized at 5.75% $176,031,698
Rounded $176,000,000
Per S.F. $698.25
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Feasibility Analysis - Renovated Hotel Use — Old Post Office

Space Configuration

The key consideration in this analysis is the number of hotel rooms which could be supported
within the existing building. Typically, a standard hotel room in a modern full service facility is
about 300 to 350 square feet. Most high quality hotels add a small number of larger suites to
the room inventory, which may range up to 1,000 square feet. These are the net spaces which
are used by room occupants.

Hotels, especially full service properties, require substantial additional areas for such purposes
as reception and lounge areas; restaurants and bars; meeting and banquet space; spas and
recreational areas; retail shops; and back of the house areas, such as management offices,
kitchens, laundry, storage, and the like. In most cases, the total gross building area for a hotel
ranges between 500 s.f. and 1,000 s.f. per room. The more non-room services included in a
hotel, the greater the ratio of floor area to rooms tends to be. Most full service hotels, in our
experience, require at least 750 s.f. per room, while limited service hotels may be closer to,
and sometimes lower than, 500 s.f. per room.

In the table of hotel sales which follows, we have included the building square footage
reported by CoStar for each hotel, along with an indication of total building area per room. The
first six hotels in the table are full service properties, which exhibit ratios ranging from 650 to
949 square feet per room.

For the subject, we have considered that hotel rooms would most likely be located on floors
two through eight of the Old Post Office building. One problem with hotel use for the subject
property is that, due to the large number of individual rooms, it would be very difficult to include
much of the corridor space into hotel rooms, due to the need to maintain access to the
elevators. Considering that there are elevators on both the west and east sides of the building,
the only places where the corridors could potentially be incorporated into rooms would be at
the center of the north and south sides of each building. Doing so would allow the remaining
rooms to have access to one or the other elevator lobbies, and could create as many as four
large suites on each floor which incorporate corridor space. Other places that would be
appropriate for suites would include the corners of each floor, so that each floor could support
approximately eight suites, or 56 throughout the building.

According to the analysis of building area under the Physically Possible section of this HBU
analysis, we indicated that floors 2 through 8 have a reported 139,825 usable square feet,
which already includes some corridor area. We estimate that this area could support 280 hotel
rooms, which is approximately 500 square feet per room.
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The physical analysis referred to above also indicates that we estimate that the Old Post Office
building has a total floor area available for renovation of approximately 286,754 square feet on
the ground floor, first floor, mezzanine, and upper floors (not including the ninth floor). Based
on this figure, the estimate of 280 hotel rooms would result in a building area ratio of 1,024 s.f.
per room, which is slightly higher than the range indicated by the comparables. We consider
this to be appropriate, however, due to the lower than normal building efficiency at this
property, resulting from large amounts of open floor area in the corridors and lower levels.

Based on the indications provided by the comparables, this amount of building area should be
sufficient to support a full service hotel of this size. Public areas such as reception, lounges,
restaurants, retail stores, meeting and banquet space, and amenity and recreational spaces;
along with the required back of the house spaces; could feasibly be supported by the
estimated 75,951 square feet of otherwise rentable floor area on the ground floor, first floor,
and mezzanine area of the building. Otherwise, the ground floor contains a substantial amount
of mechanical area, and additional open floor area in the center of the food court and outside
of the clock tower. Additional floor space could be created by closing some of the openings
between the first floor and ground floor, which would be permitted under the preservation
guidelines described under the Legally Permissible analysis, previously.

One factor to be considered is that this arrangement would not permit the existing retail and
food court uses to remain in the Old Post Office building, however the hotel itself would most
likely remain a stopping place for tourists in the area, and the hotel could capitalize on this by
providing convenience retail and food outlets in the public areas. We would also note that
keeping these functions in one building would improve manageability, and would not require
retention of the Annex Building, allowing that portion of the property to be redeveloped.

Stabilized Operating Estimate

Gross Room Revenues: Our estimate of stabilized gross room revenues for a potential
renovated hotel in the Old Post Office building was discussed earlier in this report, as part of
the Hotel Market Analysis. Based on that analysis, we estimate gross room revenues based on
an ADR or $325.00, and an average occupancy rate of 75.0%, resulting in RevPAR of $243.75
per night. This results in an estimated $24,911,250 in gross room revenue per year, on a
stabilized basis.

Food and Beverage Revenues: Food and beverage revenues have been stabilized based on
the assumption that the renovation results in a full service hotel, with an array of restaurants
and meeting facilities which are normal for the industry. Based on industry-wide operating
results as reported in PKF's "Trends in the Hotel Industry, 2011" (see the following table), we
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have estimated food and beverage revenues at 40% of room revenues, which would be 27.2%
of total hotel revenue.

Other Operated Departments, and Rentals and Other Income: These are additional revenues
resulting from such items as retail receipts, parking, rentals, and other revenue producing
activities. Based on the PKF figures shown below, these revenue categories have been
estimated at 5.0% and 2.0% of room revenues, respectively.

Operating Expenses: For this HBU analysis, we have estimated operating expenses for the
subject, assuming completion of a major renovation and conversion to a hotel, utilizing data
included in PKF's report, "Trends in the Hotel Industry, 2011" (see the following table). For full
service hotels in the subject's location (Mid-Atlantic), with high projected room rates (over
$200), and a comparable hotel size (150 to 300 rooms), the comparisons on the following
page have been generated.

All departmental expenses, undistributed expenses, management fees, and fixed charges
have been estimated in a manner consistent with the results of the hotels participating in the
survey. As a result, our projection indicates an operating expense ratio of 80.1% on a
stabilized basis.

Net Operating Income: Based on the foregoing analysis, stabilized NOI has been estimated at
$7,284,548, which equates to $26,018 per potential room, and an NOI to total revenue ratio of
19.9%. The comparables participating in the PKF survey reported average ratios ranging from
17.6% to 22.0%, which excludes FF&E reserves. Deducting 2.0% for reserves results in an
adjusted range of 15.6% to 20.0%, placing the subject within the range indicated by these
comparables.
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FULL-SERVICE HOTELS
Custom Report

Revenues
Rooms
Food and Beverage
Other Operated Departments
Rentals and Other Income
Total Revenues

Departmental Costs and Expenses
Rooms
Food and Beverage
Other Operated Departments
Total Costs and Expenses

Total Operated Departmental Income

Undistributed Operating Expenses
Administrative and General
Sales and Marketing
Property Operation and Maintenance
Utility Costs
Total Undistributed Expenses

Gross Operating Profit
Management Fees
Income Before Fixed Charges
Fixed Charges
Property Taxes and Other Municipal Charges
Insurance
Total Fixed Charges
Net Operating Income
Percent of Occupancy
Average Daily Rate

RevPAR
Average Size (Rooms)

All Full-Service Hotels

New England & Middle Atlantic

Over $200.00

150 to 300 Rooms

2010 Dollars per Change from 2010 Percent 22: 2\/23!‘?’52 Change from 2010 Percent 2010 Dollars per Change from 2010 Percent 22:2\/2?1!‘?’12 Change from 2010 Percent
Available Room  Prior Year of Revenue p Room Prior Year  of Revenue Available Room Prior Year of Revenue p Room Prior Year  of Revenue
$ 35,240 6.4% 66.0% $ 47,619 8.3% 68.2% $ 74,283 10.1% 60.1% $ 34,449 7.2% 67.1%
15,183 5.5% 28.4% 18,960 6.4% 27.2% 39,156 7.7% 31.7% 14,218 5.6% 27.7%
2,250 4.4% 4.2% 2,356 0.6% 3.4% 8,009 2.5% 6.5% 2,083 21% 4.1%
743 -12.1% 1.4% 852 -9.2% 1.2% 2,056 -11.1% 1.7% 573 -14.3% 1.1%
$ 53,416 5.8% 100.0% $ 69,787 7.2% 100.0% $ 123,505 8.4% 100.0% $ 51,324 6.2% 100.0%
$ 10,087 5.3% 28.6% $ 13,547 5.9% 28.4% $ 22,947 6.6% 30.9% $ 9,400 5.8% 27.3%
11,830 4.6% 77.9% 15,254 4.4% 80.5% 33,299 4.5% 85.0% 11,321 3.9% 79.6%
1,627 2.9% 72.3% 1,712 1.1% 72.7% 6,158 1.2% 76.9% 1,609 0.7% 77.2%
$ 23,544 4.8% 44.1% $ 30,513 4.9% 43.7% $ 62,403 4.9% 50.5% $ 22,330 4.5% 43.5%
$ 29,873 6.6% 55.9% $ 39,274 9.2% 56.3% $ 61,102 12.1% 49.5% $ 28,994 7.7% 56.5%
$ 5,118 3.4% 9.6% $ 6,254 4.6% 9.0% $ 11,595 5.9% 9.4% $ 5,100 4.1% 9.9%
4,603 4.9% 8.6% 5,433 6.6% 7.8% 7,813 2.9% 6.3% 4,896 6.6% 9.5%
2,637 2.2% 4.9% 3,140 2.5% 4.5% 5,774 4.7% 4.7% 2,568 2.4% 5.0%
2,301 1.1% 4.3% 3,084 0.8% 4.4% 4,334 1.3% 3.5% 2,299 0.4% 4.5%
$ 14,660 3.3% 27.4% $ 17,911 4.1% 25.7% $ 29,516 4.1% 23.9% $ 14,864 4.1% 29.0%
$ 15,213 10.0% 28.5% $ 21,362 13.8% 30.6% $ 31,586 20.7% 25.6% $ 14,130 11.7% 27.5%
$ 1,639 7.7% 3.1% $ 2,047 9.6% 2.9% $ 3,228 9.2% 2.6% $ 1,558 7.7% 3.0%
$ 13,574 10.3% 25.4% $ 19,316 14.2% 27.7% $ 28,358 22.2% 23.0% $ 12,572 12.3% 24.5%
$ 1,919 -3.9% 3.6% $ 3,349 -0.9% 4.8% $ 5,088 -3.6% 4.1% $ 1,952 -1.8% 3.8%
633 -6.6% 1.2% 590 -4.9% 0.8% 1,496 -3.8% 1.2% 589 -5.7% 1.1%
$ 2,552 -4.6% 4.8% $ 3,939 -1.6% 5.6% $ 6,584 -3.6% 5.3% $ 2,541 -2.8% 5.0%
$ 11,023 14.4% 20.6% $ 15,377 19.1% 22.0% $ 21,774 33.0% 17.6% $ 10,030 16.8% 19.5%
68.6% 6.7% 72.7% 6.1% 73.0% 71% 67.1% 71%
$140.75 -0.2% $179.45 2.0% $278.95 2.8% $140.76 0.1%
$96.55 6.4% $130.46 8.3% $203.52 10.1% $94.38 7.2%
268 263 294 0.1% 222
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Direct Capitalization and Indicated Value

To provide an indication of the potential value of the Old Post Office following a major
renovation and conversion to a hotel, we have utilized the direct capitalization method. To
select an overall capitalization rate, we have considered the following recent sales of hotels in
downtown, Washington, DC, and in the surrounding areas:

Property Yr Blt Rooms Bldg SF SF/Room Date Price Price/SF Price/Rm OAR
Sofitel Lafayette Square 1929 237 154,000 650 3/2010 $95,000,000 $616.88  $400,844 6.0%
806 15th St, NW

St. Regis Hotel 1926 182 177,323 974 5/2011 $100,000,000 $563.94  $549,451 5.0%
923 16th St, NW

Hotel Monaco (Leasehold) 1839 183 173,622 949 9/2010 $74,000,000 $426.21 $404,372 6.4%
700 F St, N\W

Hampton Inn 2005 228 161,193 707 9/2010 $73,000,000 $452.87  $320,175 6.7%

901 6th St, NW

Hilton Alexandria Mark Ctr 1985 496 448,100 903 1/2011 $121,000,000 $270.03 $243,952
5000 Seminary Road, Alexandria, VA

Doubletree Bethesda 1971 269 192,914 717 6/2010 $67,100,000 $347.82 $249,442
8120 Wisconsin Ave, Bethesda, MD

Capitol Hill Suites 1953 152 90,730 597 4/2011 $47,500,000 $523.53 $312,500
200-220 C St, SE

Homewood Suites 2001 175 154,688 884 7/2010 $56,900,000 $367.84 $325,143
1475 Massachusetts Ave, NW

Courtyard Washington Navy Yard 2006 204 121,000 593 6/2011 $68,000,000 $561.98 $333,333
140 L St, SE

Red Roof Inn 1988 196 111,056 567 6/2010 $40,000,000 $360.18 $204,082
400 H St, NW

The first six sales involve full service properties, and indicate OARs ranging from 5.0% to
6.9%. The sales took place between 4 months and 18 months in the past, and recent investor
surveys (see below) indicate that OAR expectations have declined 83 basis points in the past
quarter, and 154 basis points in the past year (though starting from a much higher base, we
note). This suggests that these sales would indicate a lower range of rates today. The Sofitel
sold at a 6.0% rate, but that sale took place over one year ago; the St. Regis is the most
recent sale, and it traded at a reported 5.0% cap rate. Considering the sharp downward trend
in rates for hotels, it is our opinion that for a property such as the subject, which would have a
very good location, a rate at the low end of the indicated range would be appropriate.

The most recent survey of investors by PwC indicated that overall rates for full service hotels
ranged from 6.0% to 10.0%, and averaged 7.96%. This represents a decline in the average of
83 basis points in the past quarter, and 154 basis points in the past year.

Based on this data, we have analyzed the subject using an overall cap rate of 5.25%, which
when applied to pro forma NOI indicates a rounded value of $138,800,000, assuming
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completion of a renovation and conversion to hotel use, as well as stabilized occupancy. This
equates to $495,714 per potential room, which is within the range indicated by the sale
comparables, and is considered to be reasonable. The stabilized operating forecast and
hypothetical valuation analysis for the Old Post Office based on the assumption of renovation
for hotel use is presented in the following table.

We note that the recent sale of the Monaco Hotel, which occurred in September 2010, was the
sale of a leasehold interest at $404,372 per room. Based on our understanding of the terms of
the ground lease and the operations of the hotel, we estimate that the leased fee component
of the property may be worth as much as $100,000 per room, suggesting that a fee simple
interest could potentially sell for a price over $500,000 per room. The first three sales in the
table involve historic buildings in downtown Washington, and provide the most reliable
indication of potential value for the subject as a renovated hotel.
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REVENUES

Gross Room Revenues

Number of Rooms

Rooms Available Per Year
Stabilized Occupancy Rate

Rooms Occupied Per Year
Stabilized Average Daily Room Rate
Indicated RevPAR

Hotel Revenues

Gross Room Revenue $325.
Food and Beverage

Other Operated Departments

Rentals and Other Income

Total Hotel Revenues

DEPARTMENTAL COSTS AND EXPENSES
Rooms

Food and Beverage

Other Operated Departments

Total Direct Operating E xpenses

Total Departmental Income

Undistributed Operating Expenses
Administrative & General

Sales and Marketing

Property Operation and Maintenance
Utilities

Management Fees

Total Indirect Operating Expenses

Gross Operating Profit

FIXED CHARGES

Property Taxes & Other Municipal Charges
Insurance

FF&E Reserves

Total Fixed Expenses

NET OPERATING INCOME
Operating Expense Ratio

DIRECT CAPITALIZATION ANALYSIS
OLD POST OFFICE BUILDING
WASHINGTON, DC
ASSUMING REDEVELOPMENT AS A HOTEL
PRO FORMA AS OF SEPTEMBER 2011

280
102,200
75.0%
76,650
$325.00
$243.75

% of Gross

00 ADR x 76,650 Occupied Rooms Per Year
40.0% of Room Sales
5.0% of Room Sales
2.0% of Room Sales

28.5% of Rooms Revenue
80.0% of F & B Revenue
75.0% of Other Op. Dept. Revenue

9.5% of Total Hotel Revenues
7.5% of Total Hotel Revenues
4.8% of Total Hotel Revenues
4.3% of Total Hotel Revenues
2.8% of Total Hotel Revenues

4.5% of Total Hotel Revenues
1.0% of Total Hotel Revenues
2.0% of Total Hotel Revenues

FEE SIMPLE VALUE BY DIRECT CAPITALIZATION

Net Operating Income Capitalized at

5.25%
Rounded

Total Revenue /Room
$24,911,250 68.0% $88,969
9,964,500 27.2% $35,588
1,245,563 3.4% $4,448
498,225 1.4% $1.779
$36,619,538 100.0% $130,784
$7,099,706 19.4% $25,356
$7,971,600 21.8% $28,470
$934,172 2.6% $3,336
$16,005,478 43.7% $57,162
$20,614,059 56.3% $73,622
$3,478,856 9.5% $12,424
$2,746,465 7.5% $9,809
$1,757,738 4.8% $6,278
$1,574,640 4.3% $5,624
$1,025,347 2.8% $3,662
$10,583,046 28.9% $37,797
$10,031,013 27.4% $35,825
$1,647,879 4.5% $5,885
$366,195 1.0% $1,308
732,391 2.0% $2,616
$2,746,465 7.5% $9,809
$7,284,548 19.9% $26,016
80.1%
$138,753,290
$138,800,000 $495,714
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Feasibility Analysis - Renovated Multi-Family Building — Old Post Office

For the purpose of testing the feasibility of a redevelopment of the Old Post Office building into
multi-family units, we have performed a pro forma analysis based on the assumption that the
units would be occupied as rentals as opposed to being sold as condominiums. Not only is the
prospect for private ownership of condominium space in the Federal Triangle potentially
problematic for the federal government, but developers in the area tend to favor apartment
rentals over condominium sales based on market conditions at the present time.

Space Configuration

Apartment Units: The key factor in this analysis is the number of apartment units which could
be accommodated in the subject property, assuming renovation. We would assume that the
apartment units would be located on Floors 2 through 8, which contain an indicated usable
area of 139,825 square feet. This already includes some enclosed corridor space, as
mentioned previously under the feasibility analysis for hotel use. However, considering that
apartment units are larger than hotel units, it would most likely be possible to incorporate a
greater amount of the corridor area into demised apartment units. As in the case of
redevelopment for hotel use, it is most likely that this conversion would take place in the middle
of the corridors along the north and south sides of the building, allowing all units access to the
elevators on either the east or west sides.

As noted in the Apartment Market Analysis, it is our opinion that apartment units serving this
market would include studio, one bedroom, and two bedroom units at an average of
approximately 800 square feet. In our opinion, it is reasonable that an additional 12,000 square
feet of corridor space could be incorporated into apartment units; considering a width of about
30 feet for each unit, and four units on each floor which would incorporate the 14 foot-wide
corridors, potentially 1,680 square feet of space on each floor could be converted from corridor
to usable apartment area, totaling almost 12,000 square feet for each floor. Considering that
about 6,500 s.f. of corridor space is already included in the GSA's measurement of usable
area, the total usable area available for apartment units on these floors would be about
145,000 square feet. We have assumed that this area could support an estimated 182
apartment units, which is approximately 800 square feet per unit.

Apartment Office and Amenity Space: Typically, Class A apartment buildings in the area have
on site management offices, as well as an array of indoor amenities including resident lounges
with kitchenettes; guest suites; fithess centers; business centers, perhaps with conference
rooms; game rooms; and media rooms. Outdoor amenities may include rooftop decks and
outdoor swimming pools located on rooftops or in courtyards. Due to the nature of the subject
building, and the inability to make changes to its exterior, there would be no opportunity for
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outdoor amenities. As a result, we believe that an enhanced indoor amenity package would be
appropriate, and it is our opinion that all of these facilities could easily be accommodated on
the first floor and the mezzanine level, using the following spaces:

First Floor & Mezzanine Spaces Usable SF
NEA Office Space 5,492
Upper Level of Retail Unit 101 3,553
Unit 232 361
GSA Meeting Room 1,530
Mezzanine Unit 300 & Mezzanine Corridor 13,519
Total 24,455

In addition to these demised spaces, there is an estimated 17,000 square feet of open floor
area on the first floor to serve as reception and lounge space, and to enhance the appeal of an
amenity package at the subject.

Retail and Office Activities: Mixed use buildings incorporating apartments with retail and office
space are not uncommon in the area, and it is our opinion that this would be appropriate for
the subject. The entire ground floor retail operation could remain as an element of the project,
since the apartment building would only require part of the first floor space for amenities. On
the first floor, the Pennsylvania Avenue restaurants could remain, which as noted previously
total 10,884 square feet.

First floor office space was estimated previously at 17,570 usable square feet, though as
noted above four of these spaces would be required for the provision of apartment amenities,
totaling 9,556 square feet (this does not include the mezzanine). As a result, 8,014 square feet
of space could be made available for office users, possibly with an orientation toward small
museums or other types of exhibitors.

Stabilized Operating Estimate
Apartment Rents: As discussed above, and in the Apartment Market Analysis, we have

estimated gross rents for apartment units averaging 800 square feet, at an average of $3.50
per square foot, for a total average monthly rent of $2,800.

Miscellaneous Income: Based on our experience with new apartment projects, miscellaneous
income typically ranges from 1.0% to 10.0% of apartment rents, with recent projects often
generating revenues close to the high end of the range, reflecting additional receipts for
parking, utility recoveries (water/sewer and trash collection), amenity fees, and a variety of
other fees and rents. For the subject, we have estimated this revenue stream at 5.0%, which
reflects the lack of on site parking.
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Commercial Revenues: These items have been based on estimates discussed in the
Feasibility Analysis for Office Use, above. We have included commercial rents for the entire
ground floor, the restaurants located along Pennsylvania Avenue, and for an estimated 8,014
square feet of first floor office/exhibit space which would not be needed for apartment
amenities. The gross rents for these spaces have been adjusted downward by 10% to reflect
the impact of losses for vacancy, collections, and non-recoverable operating expenses.

Vacancy and Collection Losses for Apartments: Based on the performance of the local market
and the apartment rent comparables as discussed in the Apartment Market Analysis, we
estimate vacancy and collection losses for the apartments at 5.0%. Since we have already
allowed for such losses for the commercial space, this ratio is only applied to the apartment
revenues.

Operating Expenses: For this HBU analysis, we have estimated operating expenses for the
subject, assuming completion of a major renovation and conversion to an apartment building,
utilizing four apartment comparables in Washington, DC, summarized in the following table.

EXPENSE COMPARABLES

Expense Year 2008 2008 2011 Budg. 2011 Budg.
Utilities Included Water Water Water Water
Project Type Hi Rise Hi Rise Hi Rise Hi Rise
Expense Category Year BuiltRenov 2000 2004 2009 2007
Real Estate Taxes $2,382 $3,690 $3,052 $982
Insurance $234 In RET $322 $481
Utilities $750 $640 $1,010 $1,814
Repairs & Maintenance $1,182 $1,307 $668 $1,454
Payroll $2,232 $2,116 $2,248 $2,905
Management Fees $551 $706 $636 $780
General & Administrative $477 $1,289 $409 $665
Marketing $410 In Admin $434 $628
Capital Replacements NA NA NA NA
Total Expenses $8,218 $9,748 $8,779 $9,709
Expense Ratio 38.7% NA 38.0% 36.9%

Real estate taxes have been estimated for the subject property at $4,250 per unit, based on
an estimated assessment of $500,000 per unit, and the current tax rate of $0.85 per $100. An
amount of $250 per unit has been added to account for other possible levies such as a BID
tax, for a total tax burden estimated at $4,500 per unit.

All remaining operating expenses have been estimated in a manner consistent with the results
of the hotels participating in the survey. As a result, our projection indicates an operating
expense ratio of 26.8% on a stabilized basis. This is well below the ratios indicated by the
comparables, which is to be expected given that our projection includes a total additional
commercial income of almost $1,500,000 per year. If this amount were removed, the indicated
OER would be reasonably consistent with the comparables.
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Net Operating Income: Based on the foregoing analysis, stabilized NOI has been estimated at
$5,542,939, which equates to $30,456 per potential apartment unit.

Direct Capitalization and Indicated Value

To provide an indication of the potential value of the Old Post Office following a major
renovation and conversion to an apartment building, we have utilized the direct capitalization
method. To select an overall capitalization rate, we have considered the following recent sales
of apartment properties in downtown, Washington, DC, and in the surrounding areas:

Property Yr BIt Rooms Bldg SF SF/Unit Date Price Price/Unit OAR
View 14 2009 185 185,339 1,002 6/2011 $106,000,000 $572,973 4.3%
2303 14th St, NW

Ellington Plaza 2003 190 216,824 1,141 9/2011 $100,000,000 $526,316

1301 U St, NW

V at City Vista 2008 244 177,370 727 8/2010 $66,000,000 $270,492 5.8%

460 L Street, NW

Senate Square 2007 432 462,953 1,072 7/2010 $161,656,000 $374,204 5.0%
215 | Street, NE

Massachusetts Court 2004 371 300,000 809 2/2010 $105,500,000 $284,367 5.9%
300 Massachusetts Ave, NW

The Palatine 2008 262 276,354 1,055 5/2011 $141,750,000 $541,031 4.3%
1301 N. Troy St, Arlington, VA

Liberty Tower 2008 235 220,939 940 8/2010 $100,000,000 $425,532 51%
818 N. Quincy St, Arlington, VA

Five of the six sales indicated OARs ranging from 4.3% to 5.9%. The sales took place between
0 and 19 months in the past, and recent investor surveys (see below) indicate that OAR
expectations have declined 12 basis points in the past quarter, and 117 basis points in the
past year. This suggests that these sales would indicate a lower range of rates today.

The most recent survey of investors by PwC indicated that overall rates for apartments in the

Mid-Atlantic region ranged from 4.0% to 7.5%, and averaged 5.98%. This represents a decline
in the average of 12 basis points in the past quarter, and 117 basis points in the past year.
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Based on this data, we have analyzed the subject using an overall cap rate of 5.0%, which
when applied to pro forma NOI indicates a rounded value of $110,900,000, assuming
completion of a renovation and conversion to apartment use, as well as stabilized occupancy.
This equates to $609,341 per potential unit, which is higher than the range indicated by the
sale comparables. However, this is considered to be reasonable, since the subject's estimated
NOI includes revenue of $1,474,799 based on commercial space. The stabilized operating
forecast and hypothetical valuation analysis for the Old Post Office based on the assumption
of renovation for multi-family rental use is presented in the following table.
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DIRECT CAPITALIZATION ANALYSIS
OLD POST OFFICE BUILDING
WASHINGTON, DC

ASSUMING REDEVELOPMENT AS AN APARTMENT BUILDING

PRO FORMA AS OF SEPTEMBER 2011

REVENUES

Units Monthly Rent Total Per Unit
Apartment Revenues
All Units at Market Rent 182 $2,800 $6,115,200 $33,600
Miscellaneous Income 5.0% of Apartment Rent $305,760 $1,680
Total Apartment Income $6,420,960
Commercial Revenues
Ground Floor Retail Rent \1 $709,430
Pennsylvania Avenue Restaurants \1 $440,802
First Floor Office Rent \2 $324,567
Total Commercial Rent $1,474,799
Potential Gross Income $7,895,759 $43,383
Vacancy and Collection Allowance, Apartments 5.00% of Apt. Income (321,048)
Effective Gross Income $7,574,711 $41,619
OPERATING EXPENSES
Real Estate Taxes $4,500 $819,000
Insurance $325 $59,150
Utilities $750 $136,500
Repairs & Maintenance $1,000 $182,000
Payroll Expenses $2,200 $400,400
Management Fee 3.0% $1,249 $227,241
General & Administrative $400 $72,800
Marketing $440 $80,080
Reserves $300 $54,600
Total Operating Expenses $11,164 $2,031,771 $11,164
Expense Ratio 26.8%
NET OPERATING INCOME $5,542,939 $30,456
INDICATED VALUE

NOI Capitalized at 5.00% $110,858,784
Rounded $110,900,000
Per Unit $609,341

1/ Reflects amount estimated for Office HBU, minus 10% for vacancy, collection, and

expense recovery losses.

2/ 8,014 s.f. at $45.00 per s.f., minus 10% for vacancy, collection, and expense recovery losses.
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Conclusion - Old Post Office Building

Each of the analyses presented above - for office, hotel, and apartment uses, with a
retail/commercial component as appropriate - indicate that the particular use is considered to
be feasible. This reflects that, in each case, estimated potential revenues appear to be
sufficient to cover operating costs and generate NOI and potential value which is sufficient to
generate a positive return to both land and buildings.

Feasibility Analysis - Annex Building

The primary difference between the Old Post Office and the Annex Building is that the Annex
could remain in the retail use for which it was originally designed and constructed (renovations
would be required), or it could be renovated to accommodate a variety of alternative uses,
such as office, hotel, multi-family, meetings and conferences, museum space, or parking. It
also appears to be legally permissible to remove this building for potential redevelopment of
the site. Therefore, the first consideration in highest and best use, for the Annex, is whether
the improvements add value to the site.

In the analysis of Legal Permissibility, discussed above, we estimated the building footprint
which would be available to a developer of the Annex Site. Allowing a 50 foot setback from the
IRS building and a 30 foot setback from the Old Post Office building, it would appear that a
footprint of 15,510 square feet. If the setbacks from the IRS building were reduced to 30 feet,
the footprint could potentially expand to 23,850 square feet.

In all likelihood, a buyer of the site would structure a contract which would be contingent on
approval for redevelopment, in which the price paid for the site would depend on the success
of the redevelopment approval effort, and the amount of square footage ultimately approved
for development. For this appraisal, however, we are estimating as-is value, and a selection of
an appropriate basis for value must be made. Since a buyer would be expected to recognize
both the potential for maximal development of the site, as well as the risks associated with
approval, it is reasonable to base an estimate of as-is value on a figure between the low and
high estimates of development density. Therefore, we have based our estimate of value for the
annex site on a potential building footprint of 20,000 square feet. Since we also estimated that
the maximum building height would permit eight floors, total developable density on the Annex
site is estimated at 160,000 square feet.

In Part 1 of this report, we estimated the value of FAR density at the Annex site at $175 per
FAR foot. However, this estimate did not recognize the impact of the costs and risks
associated with gaining development approval for this site. The Annex site is not zoned, so the
approval process would involve a variety of District and Federal agencies, many of which
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would have competing agendas regarding the density of the site, with some most likely
preferring no development whatsoever. It is likely, therefore, that an effort to gain approval for
development would be a lengthy and costly process, and its outcome would be uncertain. The
best case scenario would most likely be approval to develop a building with a 20,000 s.f. or
larger floor print, while the worst case would be denial of a request to build any new structure
whatsoever. In the worst case scenario, the developer would be left with the alterative to
redevelop the existing Annex building, which is only about 100,000 square feet, with
approximately 1/3 of that space being below grade. To reflect the impact of the time, costs,
and risks associated with approval, we have applied an additional discount of 20% to our prior
estimate of $175 per FAR foot, to reflect an as-is value of the site with no approval
contingencies. This would indicate a value of $140 per FAR foot, which applied to the potential
160,000 s.f. density, would indicate a total value for the site of $22,400,000.

This exceeds the indicated as-is value of the Annex based on continued use of the existing
building, as described in Part 1 of this appraisal, by a substantial margin. Under this analysis,
therefore, the Annex improvements do not appear to add value to the site. As such, retention
of the existing improvements would not be financially feasible, since doing so would result in a
reduction in the value of the property.
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ANALYSIS OF THE MAXIMALLY PROFITABLE USE

In regard to the Old Post Office, all of the primary development opportunities examined above
appear to be financially feasible. In order to determine the highest and best use of the
property, we have compared the financial outcome of the alternative uses to attempt to
determine which would be maximally profitable.

A significant limitation of this analysis is that no estimates of renovation cost, for any of the
alternative uses, has been performed by a qualified construction engineer. Considering the
intricacies of the project, this would be the only way to arrive at a reliable estimate of
renovation cost. However, it has been our experience that renovation costs for complete “gut”
renovations such as that anticipated for the subject are often reasonably consistent with costs
for new construction. This might be unexpected, since structural members of the existing
building, in a renovation of this type, are retained and used in the development, and need not
be constructed anew. However, retaining the existing structure complicates demolition since it
must be done selectively, and typically increases demolition cost. In addition, renovation costs,
once the building shell has been prepared, can be as expensive as new construction costs,
and at times are more expensive. This reflects the increased complexity of the project, due to
the need to protect existing building elements, and work around them as construction
progresses.

For this appraisal, we have made the extraordinary assumption that new construction cost
estimates, derived from the Marshall Valuation Service cost manual, are reasonably reflective
of renovation costs for the development alternatives being analyzed. Even if the MVS cost
estimates are not consistent with actual renovation costs, they may be reliable in regard to
establishing the relative costs that would apply to an office, hotel, or apartment renovation.
This alone may help to establish maximal profitability among the redevelopment alternatives.

Maximal profitability has been evaluated by comparing the projected stabilized values for each
use alternative to the indicated cost to construct a building of comparable size, according to
the MVS cost manual. The cost estimates have been based on our estimate of gross building
area for the Old Post Office building, minus 10% to allow for the space which will be retained
by the National Park Service for the clock tower. We have also assumed that the ground floor
is equivalent to the land area of the site (61,436 s.f.), and we have reduced this figure by 10%
to allow for the space allocated to the clock tower as well. The comparisons are summarized
below:
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Indicated Values
Stabilized Value Estimate

Indicated Construction Costs
MVS Reference (Sec, Page, Class, Quality)

Office Use

$176,000,000

15/17/A/Excellent

Hotel Use

$138,800,000

11/25/A/Excellent

Apartment Use

$110,900,000

11/15/A/Avg-Good

Above Grade Square GSF 317,930 317,930 317,930
Indicated Cost Per SF $228.51 $213.08 $204.09
Sprinkler Cost $3.00 $3.00 $3.00
Unadjusted Cost Per SF $231.51 $216.08 $207.09
Current and Local Multipliers 1.177 1.155 1.155
Adjusted Cost Per SF $272.53 $249.66 $239.27
Added Adjustment \1 1.100 1.100 1.100
Estimated Cost Per SF $299.79 $274.62 $263.20
Estimated Above Grade Cost $95,311,109 $87,311,298 $83,678,715
Basement GSF 55,292 55,292 55,292
Indicated Cost Per SF $75.00 $62.00 $50.00
Sprinkler Cost $3.00 $3.00 $3.00
Unadjusted Cost Per SF $78.00 $65.00 $53.00
Current and Local Multipliers 1.177 1.155 1.155
Adjusted Cost Per SF $91.82 $75.10 $61.24
Added Adjustment \1 1.100 1.100 1.100
Estimated Cost Per SF $101.00 $82.61 $67.36
Estimated Below Grade Cost $5,584,740 $4,567,766 $3,724,486
Furniture, Fixtures, & Equipment $0 $2,800,000 $910,000
Total Indicated Cost $100,895,849 $94,679,064 $88,313,201
Return Available for Profit and Acquisition $75,104,151 $44,120,936 $22,586,799

1/ For additional soft costs, start-up costs, and complexity of the project.

Based on these comparisons, it appears that renovation for Class A office use is the most
profitable among the alternatives identified for the subject property. Based on this indication, it
is our opinion that renovation of the property for continued office use, with the ground floor
being retained as retail and food court space, and the 1*' level being converted to office use for
tenants with a public orientation, is the most profitable use of the Old Post Office, and
therefore is its highest and best use.

In regard to the Annex, the analysis of financial feasibility indicated that redevelopment of the

site was its highest and best use, since retention of the existing improvements would appear to
result in a loss in land value.
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RENTAL RATE NECESSARY TO SUPPORT NEW CONSTRUCTION

The client requested that, as part of the valuation, we estimate the rental rate necessary to
support the cost of new construction in the subject’s location. Based on cost data provided
above, we estimate that a new office building would cost approximately $300 per square foot
for the building and associated site improvements. To this we would add an entrepreneurial
profit incentive of 10%, and land acquisition cost of $210 per FAR foot. Based on these
factors, a total development cost of $540 per building square foot is indicated.

Recent sales indicate that an overall capitalization rate of 5.75% is reasonable for new
construction, which would in turn suggest that a new building would need to generate NOI of
about $31.05 per square foot to be feasible. Adding operating expenses of $23.50 per square
foot for a new building would indicate an effective gross income requirement of $54.55 per
square foot. However, we must also adjust for an average vacancy and collection loss rate of
7.0% for the East End submarket, resulting in an indicated full service rent of $58.37 per
square foot to feasibly support the cost of new construction.

Based on evidence presented in the Income Approach, it appears reasonable to expect that

the figure noted above, $58.37, could be attained in the current market, for new Class A
construction at the subject site.
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SALES COMPARISON APPROACH — OLD POST OFFICE

For this appraisal, the direct comparison technique has been used to estimate the subject
property’s value. Direct comparison involves analysis of each comparable based on those
elements which have a measurable effect on market value. The unit price of each comparable
is then adjusted, on the basis of differences between its elements and those of the subject, to
reflect the characteristics of the subject property. Assuming that the market will determine
price for the subject in the same manner as the comparables, this analysis results in an
indication of price for the subject property.

In the highest and best use analysis for this Part 2 of the appraisal, we made the judgment that
office use on all above grade floors, combined with continued retail and food court use in the
lower level, was the highest and best use of the subject. Due to the age of the finishes in the
Old Post Office, the need to extensively renovate several elements of the exterior such as the
roof, skylight, and windows, and due to the need to substantially upgrade the mechanical
systems, it is our opinion that improving the property to Class A quality can only be undertaken
on the basis of a substantial “gut” renovation of the building.

In order to indicate the value of the building under this scenario, we have compared the Old
Post Office to recent sales of office buildings in Washington, DC for full renovation and
repositioning. The following transactions have been selected from the local market as being
most comparable:

Comp 1 Comp 2 Comp 3 Comp 4 Comp 5

Property/Address 1100 Vermont Ave, NW 440 1st Street, NW 2055 L Street, NW 624 9th St, NW 200 Eye St, SE
Washington, DC Washington, DC Washington, DC Washington, DC Washington, DC

Sale Date Apr-11 Dec-10 Dec-10 Mar-10 Oct-09
Net Rentable Area (SF) 79,510 104,746 102,854 93,553 421,017
Land Area (SF) 6,978 16,479 Condo-NA 12,998 92,817
Floor Area Ratio 11.39 6.36 7.20 4.54
Year Built/Renovated 1961 1982 1963 1981 1959
Quality/Condition Below Average Below Average Below Average Below Average Below Average
Parking 2.5 per 1,000 sf 0.91 per 1,000 sf 1.0 per 1,000 sf None Bsm't Conv. To Gar.
Consideration $14,200,000 $23,300,000 $12,750,000 $21,000,000 $85,200,000
Price Per S.F. (NRA) $178.59 $222.44 $123.96 $224.47 $202.37
Occupancy Rate 0.0% 0.0% 2.7% 80.0% 0.0%

The sales summarized above are described in detail on the following pages, along with a map
indicating their locations in comparison to the subject’s.
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Property Identification

Record ID
Property Type
Address

Tax ID

Sale Data
Grantor

Grantee

Sale Date

Deed Book/Page
Property Rights
Financing
Verification

Sale Price

Land Data
Land Size
Zoning

General Physical Data
Building Type
Net Rentable SF

Construction Type
Stories

Year Built
Condition

3615

Office, Shell Building

1100 Vermont Avenue, NW, Washington, Washington D.C.
20530

Square 214, Lot 850

1100 Vermont Owner LLC (Stuart Levin, TR)
7K, LC

April 20, 2011

2011-046884

Fee simple

All cash

Buyer; CoStar

$14,200,000

0.160 Acres or 6,978 SF
C-4

Single Tenant
79,510

Concrete & Glass Class B Office
12

1961

Below Average
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Improved Sale No. 1, Cont.

Indicators

Sale Price/ SF $178.59
Occupancy at Sale 0%
Remarks

An existing Class B office building, located at the corner of Vermont Avenue and L Street, NW in
the East End submarket of downtown Washington. The property is currently vacant, and the new
owner plans renovations, including a substantial replacement of interior finishes, and a “face lift”
of the exterior. Reported renovation costs are $7.5 to $8.0 million. Costar indicates that this
building is vacant, however at the time of our inspection a small amount of first floor retail space
may have been occupied. The building advertises 200 below grade parking spaces.
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Property Identification

Record ID
Property Type
Address

Tax ID

Sale Data
Grantor

Grantee

Sale Date

Deed Book/Page
Property Rights
Conditions of Sale
Financing
Verification

Sale Price
Upward Adjustment
Adjusted Price

Land Data
Land Size
Zoning

General Physical Data
Building Type

Net Rentable SF
Construction Type
Stories

Year Built

Condition

Improved Sale No. 2

3616

Office, Shell Building

440 1* Street, NW, Washington, Washington D.C. 20001
Square 571, Lot 55

440 1* Street LP & Brotherhood of Maintenance of Way
Employees Div.

FP 440 1* Street LLC

December 28, 2010 Leased fee

2010-115057 & 2011-004662

Fee simple

Two purchases — Leased fee + Leasehold

All cash

Broker

$15,300,000 Leasehold
$8,000,000 Leased fee
$23,300,000 Fee Simple

0.378 Acres or 16,479 SF
C-3-C

Single Tenant

104,746

Concrete, glass & metal Class B office
8

1982

Below Average
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Improved Sale No. 2, Cont.

Indicators

Sale Price/ SF $146.07
Occupancy at Sale 0%
Remarks

This is an older Class B office building located on 1% Street, NW, between D and E Streets, in
the Capitol Hill submarket of Downtown Washington. The site is convenient to Union Station, the
US Capitol Building, and the House and Senate office buildings (particularly the Senate). The
buyer first acquired the leasehold interest in the property subject to a ground lease which had 45
years remaining in the term, for $15,300,000. The subsequent transaction, for $8,000,000,
occurred on January 11, 2011, and represented the acquisition of the leased fee interest from the
leasehold landlord. The two purchases resulted in acquisition of the fee simple interest. The
developer expects to complete renovations in 2013, and office space for occupancy at that time
is offered at $48.00 to $52.00 per s.f, FS. The building advertises 95 below grade parking
spaces.
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Property Identification

Record ID
Property Type
Address

Tax ID

Sale Data

Grantor

Grantee

Sale Date

Deed Book/Page
Conditions of Sale
Verification

Sale Price

Land Data
Zoning

General Physical Data
Building Type

Net Rentable SF
Construction Type
Stories

Year Built

Condition

Indicators
Sale Price/ SF
Occupancy at Sale

Imug_ved Sale No. 3

-7

3617

Office, Shell Building

2055 L Street, NW, Unit PU-501, Washington, Washington D.C.
20036

Square 100, Lot 121, Unit PU-501 (AKA Lot 2005)

Verizon Washington, DC Inc.
AGMR 2055 L Owner LLC
December 21, 2010
2010-113980

Condominium

Broker, Buyer

$12,750,000

C-3-C

Single Tenant

102,854

Stone panel and Glass Class B Office
7

1963

Below Average

$123.96
2.7%
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Improved Sale No. 3, Cont.

Remarks

This represents the sale of a portion of an existing 226,522 s.f. building located in the West End
submarket of downtown Washington, DC, at the intersection of 21* and L Streets, NW. The
building was owned by Verizon, which retained ownership of a portion of the 1*' floor, and the
entire 2", 3, and 4" floors. The buyer, Monument Realty, purchased a leased retail unit on the
first floor (2,742 s.f.), and the 5" through 7" floors. The total square footage acquired by
Monument was reported to be 102,854 s.f., inclusive of the first floor retail space. The building
had been divided into two condominiums, with the Monument purchase representing a single
unit. In addition to renovating the interior of the upper floors, which had been used to house
telecommunication equipment, the buyer is required to complete a variety of improvements to
the exterior and building systems which will benefit the entire building, including the 123,668 s.f.
retained by Verizon.

The buyer has commenced renovations, and is advertising that space will be available for
occupancy at the beginning of 2012, at advertised rents of $46.00 per s.f., FS. The developer
advertises a parking ratio of 1.0/1,000 s.f.
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Property Identification

Record ID
Property Type
Address

Tax ID

Sale Data
Grantor

Grantee

Sale Date

Deed Book/Page
Property Rights
Financing
Verification

Sale Price
Land Data

Land Size
Zoning

General Physical Data

Building Type
Net Rentable SF

Construction Type

Stories
Year Built
Condition

Improved Sale No. 4

3618

Office, Shell Building

624 9" Street, NW, Washington, Washington D.C. 20001

Square 376, Lot 68

YWCA of National Capitol Area

RP MRP 900 G, LLC

March 19, 2010
2010-024723
Fee simple
Cash

Buyer; CoStar

$21,000,000

0.298 Acres or 12,998 SF

C-4

Single Tenant
93,553

Concrete and Glass Class B Office

8
1981
Below Average
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Improved Sale No. 4, Cont.

Indicators

Sale Price/Net Rentable SF  $224 .47
Occupancy at Sale 80%
Remarks

This building was originally constructed by and for the YWCA, and had office space available for
tenants with a separate entrance. The building was reported to be about 80% leased at the time
of sale, and the existing tenants (including YWCA on a lease-back basis) would not be retained,
but would produce interim income prior to redevelopment. At the time of sale, the owners
planned to do a complete renovation of the existing building, but have also considered removing
the building in order to redevelop the site. All of the existing leases would expire by December
2012, at which time redevelopment is planned to commence. The Costar listing for this building
does not indicate the availability of on site parking.
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Property Identification

Record ID
Property Type
Address

Tax ID

Sale Data
Grantor

Grantee

Sale Date

Deed Book/Page
Verification

Sale Price

Land Data
Land Size
Zoning

General Physical Data
Building Type
Net Rentable SF

Construction Type
Stories

Year Built
Condition

Indicators
Sale Price/ SF
Occupancy at Sale

Improved Sale No. 5

3619

Office, Shell Building

200 | Street, SE, Washington, Washington D.C. 20003
Square 766, Lots 21, 36, 37 and 831

225 Virginia Ave, LLC

DC Office of Property Management
October 14, 2009

2009-114832

Buyer; Current Leasing Rep.

$85,200,000

2.131 Acres or 92,817 SF
C-M-3

Single Tenant
421,017

Concrete & Glass Industrial, Office Conversion
5

1959

Below Average

$202.37
0%
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Improved Sale No. 5, Cont.

Remarks

This building was formerly a newspaper printing plant for the Washington Post, which disposed
of it in 1999. The entity which purchased the building from the Post later master leased the
property for an initial 30-year period to a telecom developer, which subsequently renovated the
building for sublease to telecom tenants. The telecom building had difficulty attaining full
occupancy, however, and in 2006 the entire building was sub-leased to the District of Columbia.
The District initially planned to perform additional renovations to convert parts of the building to
office space, and maintain other areas as warehouse space. These renovations never took
place, however, and the District ultimately exercised an option in the sub-lease to acquire the
property for the recorded price. As such, the sale was a combination of a transfer of the
landlord’s fee simple interests, and an assignment of the lease interests of the original master
tenant. The District is now in the process of renovating the building for a combination of museum
and office space. A ground floor art gallery will house the art collection of the DC Commission on
the Arts and Humanities, and a number of DC agencies will occupy office space in the building.
The site is within walking distance of the Capitol and several Metro stations. Of the total 420,000
+/- square feet of building area, about 70,000 s.f. are in the basement, and this area will most
likely be converted to a parking garage.
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Property/Address

Sale Date

Net Rentable Area (SF)
Land Area (SF)

Floor Area Ratio

Year Built/Renovated
Quality/Condition
Parking

Consideration

Price Per S.F. (NRA)
Occupancy Rate

Transaction Adjustments
Property Rights Conveyed
Adjusted Price
Financing
Adjusted Price
Conditions of Sale
Adjusted Price
Time Adjustments
Adjusted Price
Comparative Adjustments
Location/Visibility/Views
Physical Characteristics
Age & Condition
Building Quality
Building Size
Space Layout
Parking
Use/Zoning
Economic Characteristics
Non-Realty Components
Net Comparative Adjustment

Adjusted Price Per S.F.

Average Adjusted Unit Price
Median Adjusted Unit Price
Indicated Subject Value
Subject's Size
Indicated Value

SALES COMPARISON ANALYSIS
OLD POST OFFICE BUILDING - DC0029Z2Z

Comp 1

WASHINGTON, DC
SEPTEMBER 2011

Comp 2

Comp 3

Comp 4

Comp 5

1100 Vermont Ave, NW
Washington, DC

440 1st Street, NW

Washington, DC

2055 L Street, NW

Washington, DC

624 9th St, NW
Washington, DC

200 Eye St, SE
Washington, DC

Apr-11 Dec-10 Dec-10 Mar-10 Oct-09
79,510 104,746 102,854 93,553 421,017
6,978 16,479 Condo-NA 12,998 92,817
11.39 6.36 7.20 4.54
1961 1982 1963 1981 1959
Below Average Below Average Below Average Below Average Below Average
2.5 per 1,000 sf 0.91 per 1,000 sf 1.0 per 1,000 sf None Bsm't Conv. To Gar.
$14,200,000 $23,300,000 $12,750,000 $21,000,000 $85,200,000
$178.59 $222.44 $123.96 $224.47 $202.37
0.0% 0.0% 2.7% 80.0% 0.0%
0% 0% 0% 0% 0.00%
$178.59 $222.44 $123.96 $224.47 $202.37
OO/O OO/O OO/O OO/O OO/O
$178.59 $222.44 $123.96 $224.47 $202.37
10% 0% 25% 0% 0%
$196.45 $222.44 $154.95 $224.47 $202.37
0% 5% 5% 10% 15%
$196.45 $233.57 $162.70 $246.92 $232.72
5% 10% 10% 5% 15%
OO/O OO/O OO/O OO/O OO/O
10% 10% 15% 10% 20%
-5% -5% 0% -5% 5%
-10% -10% -10% -10% -10%
-5% -5% -5% 0% -5%
5% 5% 5% 5% 5%
0% 0% 0% -10% 0%
OO/O OO/O OO/O OO/O OO/O
0% 5% 15% -5% 30%
$196.45 $245.24 $187.11 $234.57 $302.54
$233.18
$234.57
$240.00
252,061
$60,494,640
Rounded $60,500,000
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ADJUSTMENT OF COMPARABLE IMPROVED SALES

Transaction Adjustments

Property Rights Conveyed: The comparables must first be adjusted to reflect differences in
the property rights conveyed between buyer and seller. Most transfers of real estate convey
fee simple, leased fee, or leasehold estates. To the extent that there are differences between
the estate being appraised and that transferred in a comparable, an adjustment may be
required. Adjustments in this category also recognize the impact on price of transfers of less
than 100% ownership of the property. All of the sales involved purchase of a fee simple or
leased fee analysis limited only by existing space leases. Sale 2 was purchased in two stages,
one transaction for the leasehold interest followed by a second transaction for the leased fee
interest under a ground lease. We have combined both purchases, which is reflective of the
value of the entire fee simple interest.

Financing Adjustments: Financing arranged by the seller, in the form of assumed financing or
a note accepted for part of the purchase price, may affect the price paid for the property.
Common examples include: 1) the provision of seller financing when other borrowing options
are not available, which tends to elevate price; 2) Seller or assumed financing at favorable
terms, which also tends to elevate price; and 3) Existing financing at unfavorable terms which
is required, typically by an existing lender, to transfer with the property, which tends to depress
price. None of the properties were known to include seller or assumed financing which differ
significantly from market terms; No adjustments were therefore required.

Conditions of Sale: Unusual conditions affecting the transaction may result in a price which is
higher or lower than that expected under a normal, arms length transfer. Common examples
include a seller under pressure to raise capital or unusual relationships between the buyer and
the seller. Sale 1 was acquired at auction due to foreclosure. When properties are sold at a
foreclosure auction, they may be subject to additional costs due to buyer's premiums paid to
the auctioneer, and prices may be below market due to inadequate marketing effort. Although
this property is very well located, its price per square foot was closer to the low end of the
range indicated by the comparables. We have applied an upward adjustment to reflect these
factors. Sale 3 involves the acquisition of the top three floors of an office building along with a
small first floor retail space, which had been subdivided into a condominium. The seller,
Verizon, had used the entire building to house telecommunications equipment, and would
continue to do so on the lower four floors of the building. The buyer was required to perform
base building upgrades to the exterior, mechanical system, and lobby, which would benefit the
entire building. This most likely had a downward impact on the price paid for the buyer’s
condominium, and we have applied an upward adjustment which would reflect the need to
spend approximately $25 per square foot on base building improvements which would benefit
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the seller’s space. No adjustments were required for the remaining comparables.
Market Conditions Adjustments

Changes in Market Conditions: Over time, changing market conditions affect the pricing of real
estate. Each sale must be adjusted to reflect these changes between the date of sale and the
date of the appraisal. Sale 1 is reflective of current market conditions, having sold earlier in
2011. Sales 2 and 3 were transferred in late 2010, and required a slight upward adjustment to
reflect the decline in office capitalization rates since that time. Sale 4 transferred earlier in
2010, and required a greater upward adjustment. Sale 5 transferred in late 2009, nearly two
years ago, and overall cap rates for Washington, DC office buildings have declined
substantially since that time (7.11% PwC avg in 4™ Qtr 2009, vs. 5.98% 3™ Qtr 2011) resulting
in strong increases in office sale prices. This sale was adjusted upward by 15%.

Comparative Characteristic Adjustments

Location & Visibility: The subject is located in the East End on Pennsylvania Avenue. It has a
corner location and excellent visibility and access to Metro. Sales 1 and 4 have corner
locations in the East End, and were adjusted upward slightly to reflect the subject’s
Pennsylvania Avenue frontage. Sales 2 and 3 are located in the Capitol Hill and West End
submarkets, respectively, where average office rents are somewhat lower than those in the
East End. These sales received stronger upward adjustments. Finally, Sale 5 is located in the
Capitol Riverfront, which is secondary to more traditional downtown locations. This sale
received the strongest upward adjustment.

Physical Characteristics: These adjustments reflect differences in site characteristics and an
array of building factors, including age/condition, size, parking availability and income
characteristics.

Age/Condition: All of the sales were purchased for a major renovation, which is
comparable to our expectations for the subject. No adjustments were necessary.

Building Quality: Upon completion of the renovation, the building will offer high quality
interior space, which is similar to the plans for the comparables. However, the subject is
an iconic historic building, which includes a major tourist attraction in the Clock Tower,
and also has superior architectural characteristics. All of the comparables were
adjusted upward for this factor. Sale 5 was adjusted upward more strongly than the
remaining comparables, since about 20% of its space was located in a basement area
which was unfinished, and was planned for conversion to a parking garage.
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Building Size: The subject has been analyzed based on our estimate of effective net
rentable area, which is 252,061 square feet. Since the analysis reflects the value of a
proposed renovation project, larger buildings may result in more complicated projects,
which can require longer lease-up periods, delaying the owner’s ability to enjoy the
financial benefits of the renovation. Sales 1, 2, 3, and 4 are much smaller than the
subject. Sales 1, 2, and 3 were adjusted downward for this factor, however Sale 3 was
not adjusted due to its higher level of complexity as a condominium. Sale 5 is much
larger than the subject, and received an upward adjustment.

Space Layout: The subject building includes a very large open atrium which results in
very good visual appeal from the interior, but also results in inefficient floor plans that
preclude large tenants from leasing large blocks of well organized continuous space. A
full floor tenant could lease nearly 30,000 square feet, however it is organized in a
“race track” configuration which is inefficient from a space planning perspective. Each
of the comparables was adjusted downward to reflect this factor.

Parking: The subject has only seven surface spaces which generate a small amount
of revenue; the parking ratio is 0.03 per 1,000 square feet of rentable area. Garage
parking provides a modest amount of additional net income to CBD office buildings.
Small downward adjustments were made to Sales 1, 2, 3 and 5 for their superior
parking ratios.

Use / Zoning: The subject includes a substantial amount of below grade retail space, which
adds substantially to the property’s net operating income. Sales 1, 2, 3, and 4 are also located
in areas which would generate demand for retail space, but in these buildings the retail space
would be located on the first floor, supplanting office space. The subject’s basement space is
estimated to be capable of generating a substantial amount of income, which increases
potential gross rent by about 7%. This is a greater than normal impact for basement space,
resulting in an upward adjustment to these sales. Sale 4 is not located in an area that would
generate substantial demand for retail, and will probably be limited to office use. However,
since we have already made a substantial upward adjustment to this comparable for location,
further upward adjustment for above grade retail potential is not believed to be necessary.
Nevertheless, the adjustment for the value of the subject’'s below grade space is still
applicable.

Economic Characteristics: These adjustments include attributes of a property that affect its
current and future income stream, primarily vacancy at the time of sale, durability of existing
income, and expense ratios. The subject is appraised as though it will be taken over by a
private developer, which would fully renovate the property and subsequently offer it for lease
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to the general office and retail market. Sales 1, 2, 3, and 5 were vacant or largely vacant at the
time of sale, and no adjustments were needed. Sale 4 was purchased with a sale/leaseback
from the original owner, and there were also a number of other tenants which were expected
to remain in the property and continue to generate income during the planning period. This
sale required a downward adjustment.

Non-Realty Components of Value: If the subject or the comparables include personal
property, business concerns, or other intangible elements which do not constitute real estate,
these items must be considered in this analysis. Certain property types, such as hotels or
restaurants, typically include personal property as part of a transaction. No personal property
is included in the subject or in the comparables, and no adjustments are necessary.

Conclusion

The adjustments and their resulting indications are summarized on the preceding table. After
adjustments, the sales indicate a range of $187.11 to $302.54 per square foot, with an
average of $233.18 per square foot.

We have placed the least amount of emphasis on Sales 1, 3, and 5. Sale 1 was a recent
foreclosure auction, and while basic aspects of the sale were confirmed and the deed was
clear that the buyer was the high bidder at the price of $14,200,000, the buyer would not
respond to questions about additional potential costs, such as auction premiums or assumed
debt. While we do not believe that there was any existing debt that was assumed as part of the
auction, the lack of specificity makes this sale somewhat less reliable. Sale 3 was the
purchase of a component of a building in condominium form, and the buyer was not able to
specify the cost of base building improvements which would benefit the owner of the remaining
space. While we adjusted for this factor, we would prefer greater certainty regarding the extent
of these costs. Finally, Sale 5 was purchased by the District of Columbia, which had the
property under lease at the time. The price is substantially higher than the remaining
comparables, and it is possible that the buyer, being a government entity, was less sensitive to
market considerations than would be an investor.

The remaining two sales adjusted to $245.24 (Sale 2) and $234.57 (Sale 4) per square foot,
which is within the range indicated by all five comparables, and slightly higher than the
average. As a result, we have concluded to a value for the subject that at $240 per square
foot. Applied to the subject’'s 252,061 square feet of effective net rentable area available for
renovation, the indicated of the Old Post Office, in its as-is condition, based on our judgment of
highest and best use, is $60,494,640, rounded to $60,500,000.
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VALUE INDICATION — ANNEX SITE

In the Highest and Best Use analysis regarding the Annex site, we arrived at the conclusion
that the value of this portion of the property is maximized by removing the existing
improvements to allow the site to be redeveloped with a new office building.

In the analysis of Legal Permissibility, discussed in the HBU section, we estimated the building
footprint which would be available to a developer of the Annex Site. Allowing a 50 foot setback
from the IRS building and a 30 foot setback from the Old Post Office building, it would appear
that a footprint of 15,510 square feet. If the setbacks from the IRS building were reduced to 30
feet, the footprint could potentially expand to 23,850 square feet.

In all likelihood, a buyer of the site would structure a contract which would be contingent on
approval for redevelopment, in which the price paid for the site would depend on the success
of the redevelopment approval effort, and the amount of square footage ultimately approved
for development. For this appraisal, however, we are estimating as-is value, and a selection of
an appropriate basis for value must be made. Since a buyer would be expected to recognize
both the potential for maximal development of the site, as well as the risks associated with
approval, it is reasonable to base an estimate of as-is value on a figure between the low and
high estimates of development density. Therefore, we have based our estimate of value for the
annex site on a potential building footprint of 20,000 square feet. Since we also estimated that
the maximum building height would permit eight floors, total developable density on the Annex
site is estimated at 160,000 square feet.

In Part 1 of this report, we estimated the value of FAR density at the Annex site at $175 per
FAR foot. However, this estimate did not recognize the impact of the costs and risks
associated with gaining development approval for this site. The Annex site is not zoned, so the
approval process would involve a variety of District and Federal agencies, many of which
would have competing agendas regarding the density of the site, with some most likely
preferring no development whatsoever. It is likely, therefore, that an effort to gain approval for
development would be a lengthy and costly process, and its outcome would be uncertain. The
best case scenario would most likely be approval to develop a building with a 20,000 s.f. or
larger floor print, while the worst case would be denial of a request to build any new structure
whatsoever. In the worst case scenario, the developer would be left with the alterative to
redevelop the existing Annex building, which is only about 100,000 square feet, with
approximately 1/3 of that space being below grade. To reflect the impact of the time, costs,
and risks associated with approval, we have applied an additional discount of 20% to our prior
estimate of $175 per FAR foot, to reflect an as-is value of the site with no approval
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contingencies. This would indicate a value of $140 per FAR foot, which applied to the potential
160,000 s.f. density, would indicate a total value for the site of $22,400,000.
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RECONCILIATION AND CORRELATION

During the process of reconciling the indications of value derived from the various approaches
employed in the appraisal, the appraiser considers the quantity and quality of the information
available for use in each approach, as well as the applicability of each approach to the
appraisal problem at hand.

Old Post Office Building

During the process of deriving value indications for the subject property, we employed the
income approach combined with a residual analysis in the Highest and Best Use section of
Part 2, along with a direct sales comparison analysis in the Valuation section of Part 2 (P.
178). The income approach / residual analyses provided the following indications for the
subject property, based on future renovation for potential office, hotel, and apartment use:

Value Indication

Office Use: $75,104,151
Hotel Use: $44,120,936
Apartment Use: $22,586,799

In the highest and best use analysis, we noted that these indications are not precisely for as-is
value, but rather are indications of the potential return available for profit and acquisition of the
property for renovation purposes. Since the analysis indicated that the highest potential return
for office use, it was determined that office use, with retention of portions of the existing retalil
operation, was the highest and best use of the subject property in its as-is condition. It was
further determined that the highest and best use of the Annex portion of the property was
removal of the existing improvements to allow redevelopment of the site.

Our valuation of the property, based on its highest and best use as office space, was based on
direct comparison of the subject with sales of other buildings located in downtown Washington,
DC, for the purpose of renovation for future office use.

The Sales Comparison Approach is most reliable when a number of confirmed sales of similar
properties are available for analysis. Value contributions by standard property components
can be easily identified and adjusted for. If the subject property has unique or specialized
elements, or if there are substantial variations between the comparables and the subject, the
indicated value is less reliable.

A number of recent comparable sales of office shell buildings for renovation purposes in
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downtown Washington, DC were available for this analysis. Adequate of detail was available
regarding each of the sales, increasing the reliability of the adjustments. With regard to this
appraisal, the sales selected provided a good indication of current pricing for this type of
property. For the Old Post Office building, this was considered to be the a highly reliable
valuation methodology due to the availability of adequate comparable sales. This analysis
indicated an as-is value for the subject property of $60,500,000.

We have also considered the building residual analysis employed in the Highest and Best Use
Analysis. For potential office use, which was judged to be the property’s HBU, the analysis
indicated an amount of $75,104,151 available for profit and land acquisition. This analysis is
not considered to be reliable as direct sales comparison. While it is based on a thorough
analysis of future potential market rents, expense recoveries, vacancy and collection losses,
and operating expenses, there has been no thorough examination of the building to determine
estimated renovation expenses. For a residual analysis of this type, accurate renovation cost
estimates are key to deriving an indication of residual value. For this analysis, since no actual
renovation cost estimate was available, we utilized indications of new construction cost derived
from the Marshall Valuation Service cost manual. While these cost estimates are considered to
be adequate to allow a comparison of relative profitability for highest and best use purposes,
they are not considered to be adequate to produce a reliable indication of as-is building value
based on a residual analysis. Therefore we placed no weight on this analysis in our final
estimate of value for the subject property on an as-is basis. We do note, however, that the
HBU residual analysis for potential office redevelopment indicates a value of just over
$75,000,000. This is higher than the value indicated by direct sales comparison of office
building shells, however it has not been adjusted downward to reflect an amount of
entrepreneurial profit that would be required as an incentive for a developer. If this downward
adjustment were to be made, it is our opinion that the value indication would be supportive of
the indication derived from sales comparison.

Annex

In regard to the Annex, the highest and best use of this portion of the property is judged to be
redevelopment of the site. Estimates of land value are most accurate when derived from
appropriate comparable sales. Several appropriate sale comparables were available for this
analysis, and no other methodology was available which, in our opinion, would improve the
reliability of the analysis. Analysis of the comparables resulted in a value indication for the
Annex site of $22,400,000.

200



METZBOWER, WATTS & HULTING

Conclusion

Based on the considerations and indications outlined above, each component of the
property has the following indicated value on an as-is basis:

As-Is Value
Old Post Office: $60,500,000
Annex Site: $22,400,000
Total Indicated Value: $82,900,000

Based on these value indications, we estimate the market value as-is of the fee simple interest
of the Old Post Office building and Annex, as of September 2, 2011, to be

$82,900,000
EIGHTY-TWO MILLION NINE HUNDRED THOUSAND DOLLARS.
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Subject Property Photographs and Floor Plans



C Street corridor behind Old Post Office

View SE along Pennsylvania Avenue




Standard Old Post Office office space

Interior of atrium
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HISTORICAL FINANCIAL RESULTS
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M. John Libeg. He can be reached on 202-208-0746 or
johr libsg@psa.goy.

Appraisal sardices for The Old Post Cffice losaled at
1100 Pennsvhanta Avenue, MW Weshington D.C.
Canlraciee shall provide sarvices described In alizched

Scope of Work,

RELEASE OF CLAIMS:

Conreclor shall submit GSA form 1142, Ralasse of
claims upon submission of fingl imaice. The GSA Form
shall ba zant ta the Contracting Officer identified in Bico
264,

INVOICIMG:

Paszword &nd slecironic involes sccess may be obiaied
Ihrough GEA website wew finace .gsa.gov the nvoice
should reference the purchass order In block four (4).

A popy of the Irvolee should be sant o the requesting
affice,

| Prichhg Option; Flrm-Figed-Price

PJ1POM 50.2011,152%.00, PGET.FOOUI0 D HIT PG00, | .

1.00

15,000.00

15,000.00




AMENDMENT OF SOLICITATION/MODIFICATION OF CONTRACT | - SonmetiEad L

1
7. AMERIOMENT MO0 FGATION HD. S EFFECTIVE GATE | 4 REQUISITIOMPUACHASE REW, NO, | & PROJECT M. if applcablk)
PE0{ SER 22, 2011
b, |SSUED BY T GDDE PG 7. AOMINISTERED B (1 iner thar llom B)  CODE
O ol Dvgenirzbinsal Resorras. -
> | 1B30F Stmat. W& Sge Blogk 6
| Masm 4302
o | washisgian Do s
= 5. MANE AND ADUREES OF GO T RAG TAHR (N, Srasl, Gounkry, SUe s ZIP Gode) x) BA. AMEADMENT OF EOLICITATION MO,
WETZEOIWER, WATTS & HULTING, LG DIUNS: 108787305 b
5504 Tk KNOLLE RD Cage Code: 31408

COLUMBLA B0 210453280 = :
05, DATED (SE2 ITEM 1)

108, MOHFIGATON OF CONT RACTIUIH o,

% S5-007-45-CY-CET
Rlich Watts {4 10) 983-8631 108, DATED [GEE [TEM 13)
COOE gpooaoad FACILITY OObE JUL 22, 2041

11. THES ITEM OHLY APFLIES TO AMENOMENTS OF SOLICITATIONS

3 D Thia a&eys numbend sofcksdon s srnandad a8 sal forh in (lem 14, Tha hour and dale spediisd o7 recalpl ol olfes D B axlendad, D |5 nol, exizndsd,

. | Offers must ackaosledge recepl of ihis amandmanl prior i $he haur srd daba spechled in the solickedon or o3 emendad, by ona ol the folawieg methacs:
| {2} By complefing Hems B end 15, aed raluming coples of 1E] E.]' Arededging recelpt of I amendmant o anch capy of he offer submiled;
| or o} By separale Inter or segram which inciedes o refanence 1z the solgtatian and amandment numbors, FAILURE OF YOUR ACKNIWLEDGMENT TO BE

.. | RECEWED AT THE PLACE DESIGHATED FOR THE RECEIFT DR OFFERS PRICR TO THE HOUR AND DATE SPEGIFIED MAY RESLLY IN REJCCTION OF

| YOUR OFFER. If by virtes of this amandment your deaing e change an ofar alresdy submiied, such change may be mads by telegram of liien, providad sach

| imingram or lelisr Sekes ielereecs 1o he soficiaion and Sis amendment, and |s recetved prioe io the apaning hiu ged dale spacifisd.
Modification Amcunt: $3,900.

TEACCOUNTING AND APFROFRIATION DATA (it mouinec]
%oa Schedule Madifisetion Oblgatad Amounk: §8,800.00
13, THIS ITEM GHLY APPLIES TO MODIFICATION OF CONTRACTS/ORDERS. IT MODIFIES THE CONTRACT/RDER NO, AS DESCRIBED IN ITEM 14.
ChackOma | A THIS GRDES 10 IGHUED FURBUANT T0; (Spagly aulwarily] THE CRAMGES ST FORTH IM ITEM 14 ARE MADE M THE CONTRACT

OHDEA WO, 1M ITEM 1A

B, THE ABCVE MUMBERED CONTRAG TAORDER & MOGIFIED TO REFLECT THE ADMINST A TIVE CHAMGES (such 25 crarges In paying
aMfce, approprisden clate, sic) SET FORTH 1M ITEY 14, FURSUANT TO THE AUTHORITY OF EAR 43,1031

B TR EOPPLENENTAL ABREERENT I CHTCALD INTS PURSUANT 10 ADTRUHITY OF:

X

L. GTHER {Speciy bypa of moditcaiion ard sulharily}

E. IMPORTANT: Cantracior [ s not, X i mguired to sign tils Hocumant and ratur 1___oopies io the issuing oflica.

14, DESCRIPTION OF AMERDMENTRAODIEICATION | Crganized by UCF seclion hasdings, ncluding nicantract subjoct matbes whare faoskble)

See Supplemantary Page.

Facapl as poavice haisin, i s asd eonditiors of e documasl foesced In fien B8 or 104 21 hestieloos chorged, merninn snchangsd srd i fuf ires dsd efsal
154, HAME AMD TITLE OF SIGNER (Typa ar priag) 1BA_ MAME AND TITLE OF CONTRACTING OFFICER (Typa or print)
Calelle Scoit, Contracting Officer
202 501-0154  exllelle scollifgsa. gov

TG, DATE BIGHED

[Bignature of Cantracing Offear}
SN 7540-01-153-H070 STANDARD FORM 30, (Rev. 10-83)
Prestous Edithon wnuseblz Pregeribed by G4 FAR (48 CFR) 53,243




Supplementary Page

Description of Modification/Amendment:

Administration Modfication for price increase of $9,900,00 is herby revised for the Old Post Office Appraisal
confract number GS-00P-11-CY-C-0093. Mo changs or modification to tha Scopa of Wark (SOW). The sum
of $15,000.00 was previously agreed to by contractor and GSA. After award it becamea evident that the
work to be performed under the contract could not be effectively performed for that amount, The contractor
revized hiz bid to $24,900.00. This modification reflects the revized bid price of $24,000.00.

Contract Total Amount

Original Obligated Amount - 515,000.00
Modification PS0T - $9,500.00
Total Contract Amount - $24.900.00

All terms and conditions remain the same,



SCHEDULE Continued

BUANTTY

UKIT

Accounting ard Appropriation Data:
PUAPOI 50,201 11522, 00, PG, PO 0 0, HOT PGEM,
Cast Applled: 38,500.00 :

iMesw Line Ham)
RAevisad price modificalion for The Gid Post Oflce
Aparalzal.

Adminiairaton Modificatlon for prea Incraess of
§0,900.00 ks harby reviged for the Cid Past Office
Appratsl contract number GS-M0P11-CY-C0093. Mo
change or modification §o the Scope of Wark [SOW).

Pricing Opfiar: Firm-Fixed-Price

1.00

9,900.00

9,200.00

PAGD 3 OF 3 QS-060-11-CV-C-0002P 50




Rick Watts, MAI

Sent:
Subject:

Rick:

“dohn Libey (PTAA)" =johnlibegi@Bgsa, Qo

"Rick Watts, MAI" <rick@mwhappraisal.coms

“Abe Saiidifar <abe.saiidifan@gsa.gove; "Addison Smith" <addison smith@gsa.gov=; "Micholas
Hufford® <nicholas. hufford@gsa govs; “"Frank Tassche® =frank tasscheg@gsa.gov

Thursday, Seplember 22, 2011 4:25 PM

Re: DCO02BEE Cid Posl Office

I spoke with Abe. He will not require you to provide it, so neither will L

Par your requast, parmission 1o omil the Cost Approach is granted. However, please refer to the Scope of
Work Paragrephs 18, 19 and 20 with regards to Omission of Cost Approach elements.

Omission of the cost approach does not relieve the appraiser from providing land comparables, and a full
analysis of [and comparables including an estimate of the property's underding land valus.

Alsa, a rudimentary estimate of the subject's cost may be necessary to caloulate the "Rent Mecessary to
Justify Mew Construction” reguired by the Scope of Work, Your sttention is directed lo paragraphs 18, 15,
and 20. Paragraph 19 states the following:

“If GSA grants omission of the Cost Approach, at a minimum, the market valus of the site
is to be estimated, the economic life and effective age of the improvements are to be
quantified, and any applicable forms of obsolescence and/or depreciation are to be
discussed, The elimination of the Cost Approach does not relieve the appraiser of the
abligation to provide an estimate of the rent reguircd to justify new construction as
delineated in Section 20 which immediately follows."

Please attach this email as addencda to any and alf draft reports submitted for review, and 8s
addenda 1o your final report.

John M. Libeg, MAI

GSA-National Appraiser for Market Valuation
Asset Management and Valuation Division
1800 F Street, NW, Room 7300

Washington, DC 20403

Telephone: (202) 208-0746

Fax: (202) 208-1482



Subject: Re: 0ld Post Office Appraisal

Fram: "Abe Saiidifar (WPTBA)" <abe.saildifar@aosa.gov>

Date: 2/26/2011 1:48 PM

To: steve@mwhappraisal.com

CC: addison. smith@gsa.goy, Rick Watts <rick@mwhappraisal com=

It would be OK by me.

On Thu, Seo 29, 2011 at 1:26 PM, Steve Metzbower, MAI =gteve@mwhappraisal.com=
wrote:
Abe:

" With an extra two days, it would be Tuesday, October 4.

- Steve

©On 22%2011 1:02 PM, Abe Saiidifar (WPTBA) wrote:
What is your proposed delivery date?

On Thu, Sep 28, 2011 at 12:59 PM, Steve Metzbower, MAl
<steve@mwhappraisal. com=> wrote:
Abe;

| balieve you head earlisr mentioned to Rick that if we nesded a couple of extra
deys to complete the report, that it would not be a prablem. | think that I'm geing
ta need that - it's my fault, not Rick's, his part of it is mostly dene. The delay in
getting the square foctage figures nailed down did have some impact, no doubt.
But far me it's really a matter of getting everything wrapped up properly.

Would this be alright with you? | had left a phone message for Addison about this
earlier today.

Thanks very much,
Steve

Steven A. Metzbower, MAI
Matzbowear, \Watts& Hulting, LG
5501 Twin Knolls Road, Suite 112
Columbia, MD 21045

(410) 992-8632 Phone

4100 992-9077 Fax




Abe Saiidifar, MAI

Regional Appraiser

Mational Capital Region

US General Services Administration
301 ¥th Strest, SW, Suite 7800

i Washington DC, 20407

Tel. 202-708-8336

Abe Saiidifar, MAl

Regional Appraiser

Mational Capital Region

US General Services Administration
301 Tth Street, SW, Suite 7600
Washington DC, 20407

Tel. 202-708-8336

RERETTEY




SCOPE OF WORK FOR THE GSA
NARRATIVE MARKET VALUE APPRAISAL REPORT

GENERAL

The purposa of this appralsal may reguie mans than ars valae estirmale, Tha primary purposs of this assignmant Is 1o citain an
estimatn of market value ba the privete seeler In s currert oocupanoy end condiion "as la” &4 of the aTastive date of valuation. As

mant GAA nasals are eeemianly urdongolng or acheduled for Ly Ivaidieat &r (suck @s H&A, CILP ar ARRAL
anolbas puipcsa of this appral=| i o ealimaie the prospeciive veluo of the esset “as I completed and ledked b stz

2nd incorna® s of fhe prespasiive dats of complation and stabillation of ecewpancy and Ingame, Indwidual bid reguests
will specEy the numbes and lype of valss mauined. |f the propery is not af stabie sporations or canditon ot the tlme of inspastian,
i eantract Bignatory, bencin oftor known a2 the preduclion appeliser, mest contad the G5A Project Manager far the asslgnment
and canfirm the Soope snd Staternent of Weik of the sppralsal. Tha Information i 1o repert wil bes used far fnanclal analyses
within (5% and s nol Inlended for the usa of any parties oubside of GSA_ The sandillon of ewnarship by the privale sector 8
Brgpathalical,

In the prapsmtion of tis mpars, tha greductiar sopralzar shall folow currant professional appralsal practices ghing conalderalian ke
i ApEroAches & valug, namely, the Cost, Insoma Copitelizalion, and Selks Compariscn Appronches. Should any approach or
prgeirarant covarad In this Soopa of Work not be spplicabss 1o e assignment, the preductian appralsar sl ebiln wittan
epprewal jo-mails are noca } freem the GEA Frojec! Managar for the assignmend prios bo the deeksien 1o ol any approach. IF
such approval is oatained, @ st be Sacursniad in the repor.

The sesigrment requiras that a cedble sppeal=| be condusted snd dasumendad In @ salf-contalned appraisal report. GEA
yaluobises musl e pariarmad In 3 manmer consister with the Unifarm Standards of Professional Appeaissl Practice {USPAF],
prormigaled by the Apprabel Foundetion that are curierd es of Ba efactie date of the appralsal, In confamrmance with ks Seope of
Wiark, ory supplemental Slasament of Work, and applicable ragelations promulgated by the stale, commanvaalih, tarsary or disttic
I whlch ghe propeiies sae slualed,

The produciien appraisar and any sigradary to the epart musd held & senied genaral or agahmiont siobe reai estale appralisl
lizense, and histhor signatune must be afixed 1o e apamieal repon along with that porson’s license number, the ype of eansa
they possess, and the expimlion date of the leense. The sesdract signatory mist maka o is-peeer camprofenehae infaror anc
eatarior inepection of tha asset(s) apamigad, urioss peiar wiitten pormission fo te conbrary i given by tha GSA Praject Manager far
the assignmerd.

Al ffappatian pravided by G54 shouwt the propery ip congidersd o e conffiendial This s padiculsty trie wih regand fo
fizar plans and lorant informatior. The production appraiser must pal gisciese any confidontial clements of the spprslasl raport, or
any cordidentlal Infarmasion ghvan ko the appmisar by GEA or e any partlss other than GSA appraial sbs!T exeops when requined by
faw or Fadetal reguiaters. Irfarmation pravided by GEA may not bz wmed. incuded of cliid in i prapanation of repots ofher than
thame being prepsned Tor e GEA, ar undar any cdrosmstinces car & rpord prepared far G54 bo used as wark sampla. Access lo:
amy Infenmation provided by G5& must be resiricied bo indiddusls Invelvad in the aralysls and preparatian of the nepait. The

F ppraisar shall maintain the work ks, and @ el Be tha only wark fle. Gontinuing sccess be the Fe shall be parmitind o
conributing appraizan and such parsanns! a5 stipulstad oy USPAS and the pelicies snd precedures of cthar regulatory antities.
Thir i wiiectioen appraimar mhall fnkn rosacnabie preceutiong o ensure thot tho apprefsal the wark flo and any alesineniz media wad
Ia c*Rabe, iransmi? or stare confidential Infesmation | adequalely s oeured.

PROCEDURES FOR REPORTS PREFARED
FOR THE CENTRAL OFFICE ASSET BUSINESS STRATEGIES DIVISION

Wpan copngiaton of an appraisais) by the produstion apansser, 4 draf report will Do submitted for raviow o the Office of Real
Proparty Assot Management of GS&'s Ceniral Qs 1o e nsure that the detn and anabysks developed by e production appralser
subslapfates the estimaied valunfion and confosrm to the Scope of Wark. An appraisal reporl subimilled withaut & complaie
G54 - Narrative Marke? Valus Appralsal Repor Summary of Significand Conclusions and Scope of Work Feparting
Requirnmants Shocklict may ba rejected afd falumaed o tha app Wbt further redew,

One copy 6f The dmf® reper s 1o be submiBed te the Projoct Manager in G340 Offico of Real Proparty Assct Maragament in
‘Caniral Officn within (45] days of tha baginning of the assknmen Torf review, or wilhin a time paricd that i epproved by the program
ranager pries bo the commencersent of the assigament, Ak, one copy Is o be sant to the approprisin GS& Porfalis Regional
Appralsor inoo attachment), The disfl ieperts must be complsto and fully =ssembled, and may be saartted In sllher sloctranko ar
pager Barm {POF format prefased), Whibevar bamn bz used, all oxhiblis must be inghsded in the et mpan, Exhlbks and addonda
Incinde, bulare not Hisiled o, maps, photographs, plots, compo miks dols sumeary shoats, cish flaw documenttion, the G54 -
Namrative Morks! Value Appralsal Report Summary of Sigeificand Corclusians apd the Scope of Work Reporling Reguitements
Checidist, this Seape of Wik, and the ouaffications of ke appealsens).

The GEA Central Ofice redewer will s=nd ho comalelud ravlaw d nit detzling Hone of Balsd 18 e productinn
appealsar. Aflor all sevisions o mlmqnnpwmwdlmuwhﬂm[ﬂhlumﬂh the Cenirl Offkco:
Preject Marnges, snd onu copy is o ba sent o the G5A Partiolic Regional Appraiser. The final report must alao be submitb=d I
wlsetresic e (FOF tarmat) 1o $ha Project Manager in Certral Office. A8 exhikils st oo Included in the olaciranis farm of the
appralzal repoit. The invales for tha assignment is to be submitbed per the instrustians givan in the notice-to-proceed lefter,

Public Buldings Servies ef he Ganoral Sorvioes Adminisiration
O5ON200
SHeape of Wik = FY10.doo



but only at the time of submission of the fitsl repen, Unbeas prior approval of the G54 Project Manager far the aasigniment
|s abtalmed, any Imvoloe submitted to GEA before compietian of the review snd revision process will be rejected.

The GEA onlact far tha preductian appealsar will bo the G54 Project Manager in Ceniral Ofen. The Fodfolo Regloral Appraises
will sulsmit any earmants reganding the aparsal o the G54 Project Manoger in Genbal QfMce, not the production appraiser.

FORMAT

Il'a property requires a discauniad cash flaw (DCF) in e anelysls, the sefeade musl e cetain capakditios, |t must calculin

tenart cash flowes, combine the individual <ash llave Ins & single property cosh fow, and calculobe the dsta inbe prosan
valse. |tmust handbe Individunl barms snd eaneiiians as sl as varations in essamptions ovar fme, snd daploy e sssametions
usd, Tha saulewsr musl be able ia follow tho assumptons, datn, and calculations used in 2 DCF lysls, fsgus isan of
such software. Any discounted cash fiow fles uned in the analyals ar 1o be puwmuh-hmlumund must ba compatible
with the mast current version of that softeare & of the dats of the rapert's publication, Othar spreadsheet ies that are wesd in the:
annlyses ahould be Misiese® Exeal sollvere or compamble and cempatisin sefhwase, and sheuld also ba pravidad In soatronio
farm.

To prevlds walanmity for G20 Mies, the tex of the self-contzined report sholl b divided infe fow pars s aullined be low:

PART |- INTRODUCTION

1. TIFLE PAGE. This shall includs {a] the nams, staed eddress and GEA control numidar of the peoperly, (B} e neme of na
iy unliy) Blgring the rapan, and {c) tha efectiva dasa afl tha apprasal.

2, TABLE OF CONTENTS
3. LETTER OF TRANSMITTAL.

4, BusmslryY OF SALIENT FACTS AND CONCLUSIONS. EI.II'II'HI'hI'ﬂ‘IilﬂmItdlllﬂrd luskans in = i i
including: Property ldenfification, Purpose of the Appeaisal, Scopn of tho Approisal, Dafo of Vales, Siln Deacriptien,
mmﬁ Dasciplicn, F'ﬁurugl al Curmmm Qccupanay, 2oring, Highost and Sext Use, Vaiue Indeaticas [ty Cust, Sales

i and b copitaltzatian a9d growih rales Laed, Fisal Estimate of Valua.

& #ROPERTY tIEMTth:i.'I'IﬂH hmlﬁ- the propesy by name, lasatien, and address. A lagal dascription, dood boak ard page
mumber of plat reference is prefonmed

8, SBGOPE OF THE APPRAISAL. The asset [s to be appemlsed "os Is® as of the efaciive dabe of vakia, ef such alher data(s) ar
In sueh efhar sandition{s} as may be specified by the GSA Peajoct Manages for the assignmant Hewavar, the kypethatical
condition of penership by @ privets sector purchoser is o bo assemad.

The Fee Simpls lrd.uulwlhawlhd.whhclw-nvhwurhlrﬂwlwmrb.sﬂas £ The eadaling b |
rrry eediiny g i3 aesupy the property rogardioss of tho hyy of Altbaugh the saialing benants may
santinus 18 esesay tha @rapary under private cememhip, saurne ate , Frhatn aunar vtk requirs that markn dosved rnis
and tarms would dictabe their conliruing sccupancy. Adellianally, 'or any curert or i vacant that ey
wie Ul be subjesd to s detfved leasa up, ronss and torme.

Tha opamiing statsment da e By Eho procucsh PF must raflact typical income and expanses Bl v ukd be
Incumed oy @ privats seotor owner ossuming apicalien of compalent preparty it Al practices obkaenmad imthe local
markot. .Hiuuwlhﬂn simple imorest in the property B o be appadsad, an analysis 18 10 be done regarcing B amsicipobed
rmarket devlved i 12@rgd e any aciual income and oxpendes o property |5 genorting wdar carrent
Tadssal evsmurship bu.ﬂiuﬂsm Oieeupaney Agrsaments (Oi's). Although nol legaly binding, the DA repregent &
pamwilmant by bath tha tsnaort aganey and GEA that the ogenoy will oosupy Sho Epace undar the bemm specifind in tha A
This commitmeand s o b2 cansidared in the snalysis of tha peopedy’s anlicipedsd SLET=T

7. PROPERTY RIGHTEAPF’RMEED Tha proparty rights 1o b2 appralsed ane the Fae Simple ostabe, subject to any lagally
binding ag s, such as

! o Tecdarsl gouRpnmeni-weed propaty has any legally binding leases becauss swuch agremenls between governmenl
wmgancles ara promibibed by low, To componsats forthis, G5A has developed Oocupancy Agrasments {DA') that spall out the
business egreaments. for cocupancy of the spaces by tenant agencies. The OA' ans palbered a%ar privabe sedor loascs, but
@ nat logally binding. Howeser, thoy repressnl & samemitment by Beth tha lanan agency and GSA that the agoncy will ooeoepy
the space for the ke specifiad in the 08,

For apamisals pedormed for the Sentra] Office Assat Dusiness Simtegien Divisien, Infermatien ragarding any signad OA's
partinent to the assel will ba Included in ke conlraciors Maollea s Procaed packat,

Puiic Bulldings Servica of the Ganarl Sandces Admiisiralian
s
Seope ol Wk — P o



13,

This Fea Blmpls asiate i delined as:

Abzaluts GWHSTSHN UrETEWTTBEred By WY U7 KITOTEST OF BRLAE, FUbfest anly f (e feildic
imposed by the gevernmants) powars of " 'n, police power. ind saclivel

REQUIRED DEFIMITION OF WALLE The value & be sppraised ks the Marknt Value which & defined a=:

The amount of cosh, oF on Derme roasapaiyy equivaiant fo cash, for mbboh im alf probabllity the phaperty
would hove sold on the affeciive dels of e appralss), after @ reasonsble exposure bre on (he opan
campelitlive markel, fram & Wilng ond ressonably knowledpeable sefler to o willing sod measonabiy
howledgeabie biyer, Wil ralther acting under any compulsion ta buy or sell, giving dus eonsideadion
fo &l Avallabie seonomlc wses of tha property af ifve e of the apprafsal

Ti raar will coetaln Eiis dafinition and ondy this definitian of Markel Valua within the content of the report, af sny addeada o
glssary attacked to the mpan,

IHTENDED UBE AXD USERS OF THE APPRAISAL. The Inondsd wso of tha appmisal |5 1o provide on apinlan ef the walse of
tho aszat far amalysis by G54 In delermining ke appropriate siralegy for the 2=2et. The Fiended user of (e appraisal (s tha
8,

. DATE OF WALUE. Tha dabe of vaise will be e sama data as the date of tha latost comprelwensive inspeciion of tha asse,

The Daie of Walue may not be more than 46 days before the dale that the final appraisal report i& recelvad and
aocepted by GEA.

EXHIZITE,

o PHOTOGRAPHE, Ficluts of the subject shall show at lenst the font and near shevalians af Sha major imprevemonts, 2
wireed seans, and any sallen fealums (sigrifioant defored meintenance of othar value impacting condifions or faatures).
Esch subjeet phatagraph shall indicate the date the pholegraph was tsian and the camen's direcion of viev. Vhes &
targe numiber of bulidings ara Invalved, Including duplicates, ore pictura may be used for each type of bulding a8 long as
tho photogranh |s iabaind 1o incheats that & mprsents s ipiesl buldng typo. Views of the cormparables are o be
rcludsd. Al graphle mabeddal shall Inzledo capiians.

= MIAPS. Legibls location mags of b subject property and the compambles musl be induded.

. STATEMENT OF LIVITING CONDITICHS AND ASSUMPTIONS.

APPRAISER'S CERTIFICATION. AR appralsors who sign any pait of the tapart vill previde 8 cartifieation as required by tha
lizansing board in the stte, 6o mmanvwaallh, teritery er disirct whare the proparty is iocabod, and by USPAP. This ahall indluss
a sialement that sgnoteros. hove ne wrdisdesed inlewsl In prepery, that the siotomanls inslsled In fthe apeisal repest are
true and correct, sl they hove porsonslly Inspected tho inberior and exterios of the premises, dale and amount of value
sabimates, ale. Any hypethalicol condtions requined by thess specEcations rmus! ba insiuced within the cartification

FART Il - FACTLIAL DATA

. MEGIONAL SND CITY AMALYTEE, jn o evrase muna, disguss th perfenf anpects of ihe ansat's clty and ar mgion {e.g.

geagraphlz, legal, soclal and economic factom). Inchide & m‘.‘l‘lﬂmﬂ“ Mhmlmhrhihﬂiﬂm
typa. This data shoukd include such Information as alfects the agpratsad prog with the ar'n GO NGBS &8
to sigrificant trenda,

HEIGHBORHOOD DATA. Slearly define the nasol's neighkeehesd, including boundaries, land use patterrs, iansporstian
Isswns, u:antw-:npmllr davalopatile lang), as well as the iHecydle of the neighborbeod (g, davelopieg, slabio,
duclinlng, redewelealng). |meiude a tption of the local market for the sestn propay typa, and any othar chamctorstios
that have an h'n.pndrunlhu aasefs value, either posithvs ar nogethes (vacancy ratns, maree: renis, nbsaratian, efkcency focl s,
and R/ rafing). Provide o comparallve aralysis of the subject property within tho comest of its maifet, The Markel
RentoblefUsable {RAU) Tasted salimalad far the sulbject must be appropriataly anolyzed, quanilied and supperted in fnis
meation,

FROPERTY DATA-

#. LEGAL DESCAIFTION - This dascription shall be suffickent to propery idenlify the propsrty appailsed. If lengthy, i
ean ba reforonced and induded in Part [V,

k. SITE - The site descriztion wil be bakad on infsrmation previded by GEA, the appralsers Inspesion, and athar cola

as rmay be gaihered from publicly el or alhar Dremcribe the relevant chamelsristics of the she
[bath posiive and nogathi) hl |rmpast ho shh usa -n.d valdn, Doscibe e alla's lseation, size, shapa, accass,
mgresstagrass, sall, lepagraphy, wililes, mi s, cfi-sile Irerovaments, any oroess land, and

Ay olhar relevant factars, Disouss any ksies that impael ks functisna ity of tha sile, soch as drainagediosd plain,
sall, wislality, developobiity, orrironienlal (Bdieas 6f ax ks ind, ¥ &0 03387 Daing valusd shares s updivlde sile
with & nurnbar of edhar assets (9t naw rot part of the asset boing appraked, the produsciion & pEemlsar shall
immadiafaly conteet fie G3A Frojact Marsger for the assignmant to discuss the mathed by weikh a reasonabis znd
adequately suppening astimate of the land necessary Lo suppor the exdsling or preposad assel sholl be alocabed. An
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peiopilabe diss ol thets s Inarny assurnations and Fmiting condilions relatsd (o sech an alocation of land
st be mada within e anaraisal reped.

Whila aparatsers are pal narmaly sxpediad ko b ordronmental expeds, ey should make a reasonable adomps o
discavar if hars |8 contamination on tho propesty. Tho agpraier shall nede in the mpot any cheered, suspected of
alber kmswladgo of anvirenmantal ination. Tha impacis cf any nelad anvieonmantal ssues will be
apprepriabely nddrossad.

o, LEGAL RESTRICTIONE. Discuss the zoning that roguiabes tho develearment of ho sila, o tha mest bkaly zoalhg
1hat woald regulate the dovalopmant of the sile under private ovwnarstip, |nelude radewant reguive ments such an
puemithed land uses, madmum bubiding helght, lear ares ratie (FAR), and mirimum sodbacks and garkdng spaces.
Disouss Ftho sita andior exksting Impravements (ineluding the parking) ore in complance with the 2esing mgulations
that Fnpact the sile. Dlszuss any sifer gal mstridicrs (birdng agresrmsnts, coveaants, sasamants, transferable
duwnlopment ghis], andior other regulatians (histarc designations or lesal sompreheneve plans} fat would Impact
1 vailae ef tho st under paivate ownaeshio,

d  IMPROVEMENTS - Thie descripion may ba by narmative or schodule form and shall nchkide drmansians, squar lood
measurements, and wheis aprepiate, & staloment of the moithod of messurersnt waed in datamnising retabio
areas sueh & Tull faor, metlenancy. ofo. Brelly describe lhe exterors and Infarkars of any existing Impraveranis.
Include age, congition, quality, funciienal ulify (ar intiity}, gress bulcing area, et rentabie anes, Usabie ara, it
uso sposs, cors facie i, Purrlss of stars, adequacy of parking, and any ckher miovard chamcloristies (84
refrabie #ren may nat bo the same as renlablo area in a specilis markel). Deserioa if the asset's leashyg guaily &
conslderad o be Class A, B, or O {or lowei] By mbriod parlicipants, If tho property has a LEED cercation, discuss
the cerfficalion and s limpsd] o valie, Stats and phetagmph any dafemsd maintenance cheaned during the
immancham of the bulding. Dlesuss e nd auanbiy oy immadiste sasBal saeks fal s priats parehasar woald inoar. The
appealser must addmss whalker the G54 RIU facior ia reasonable, basad of i Inspection of the apamised.

Enalyza and disouss the subject propady’s marke! restakin ara compared o the rentable 2rea repcried by G3A
The market renfoble area is fo be uked it salicnaling he asset's v,

@, HISTORAY - Stale briafly whon G54 ook passession of the property (Include ot st a en-syoar history of e subject
praparty] and, ¥ poasile, cibe the doed bock and page of the tansaction. Include a copy of the desd in the repor, It
posslale. Sksle he purpois Taf whish tho Improvamants war designed, dates of afginal construstion and major
renovations. andfar eddilians.,

f.  REAL EATATE TAXES. Estmain tha real astabe thy assessenorl undar privata ewsnarshio, Stale tha tax rale and
ghea the dollar amount of the tax aslimate. Fulure inends er praspactive changes in tha loval of tees should be
discussed,

PART Il - ANALYBES AND COMCLUSIONS

17. ANALYSE OF HIGHEST AND BEST LISE. Desworibe the highest and bestuse of the sils “as T vacant” and "as Improved®,
uping standard appeaisal guidsines of physically possibla uaee, legaly pasrriltes) usng, Mnancizly facsiblo uses, and maximally
produciive uses, The analysk: should He ta highest and basl uso %o he anolyses used In the desceiotlone of the rogional and
nalghborhesd matkets, the sils, and tha ssisting Improvamants, in tho “as i vacart” analysls, Inchude & diseession ol the slze
am winll a8 1ha bype of any bl dings thot roprosent the kighest and best wse. Dedafmilae whallher o ssisting Irprmyamants.
apFnaant the kighast and bas! usa of the site, including ¥ they rapresenl o wiable isberim use of o spacll purpose use.
Addrass whathar any opooriunitios o insoase income andior velue of Be silsting Impeovamants are oasersed.

The Gevemremaent-ownad assels ovorwhich GEA has stowardshio alben have unljus design ard canstructian, and many are
cwar 50 years oid, Thenefore, the highest and best use analysls wil be eillcal ba datemmining strategles for the naset.

18, LAHD VALUE. The sppralsars spinien of tha value of the land shall be sisonoried by confimed sales of sampambie mads,
Difarenzes shall be vwalghed asd axpininod io show how the sales Isdicats the valas of the lasd being appraisad. Adjusimants.

should be made from the salos fo the subject, sither in dollar amewnts ar parcentges for all applicable elernants cf
[ bswin. Provida ad i a o bia land aniea, inciuding fommtlen reps. Sompen bie salee

e hauld Be sanfrmad by heving | imarwdndge of the terme ond concilions of the sale 08 wall as ha
maltragion of the principais. Roference fo public records and rovenie slamgs does nal confirm the leems and conditions of =
salo. T the land valustion ta the highest and best use analy@le, AN appraisals must include a section estimating the
marke! value of the asset's underlying land.

18, VALUE ESTIMATED BY COST APPROWGH, Thae Cost Approach may be ussd to estimate the matef value of preperfis al
are ped frequanlly exchangad In o markot, sush os speclal uso propectios. ks particula iy Impstant whar @ lacik of markal
activiy limis the useléness of the Sales Comparison Appressh and when proparles are not amanabio to valuation by the
Irezene Capitnization Approach. Since thess dharscionstics pertsin 1o sarne of 38A'% Govarnment-owned propertios, the Gost
fippmach may ba a viabie methed of vahalian.

Thils sl b In th ferm of computative data, arranged in seguance, beginning With repreduction or replacamant cost. The
dedar areunts of phy c s and Tunciosal and | absal . o ef sama, shall be expained
In narrathez farm. The reader showld be able 1o flow the apprakers lagie te hisher sopelusion of valua.
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A |dendity ond describe Bie s weesd Lo sslnals he replacement cost (or reproduction cost). The quondly survey of wal-
In-placs methads of eslimating raplacamsatiraproductian cost are prefered for ma sl propedisg.

“ Describer and quantify direst and irdbe cf coats,
4 Duscribe and astimats enbreprenourkd prefil,
. eq.haml-qurﬂ‘r:!nppﬂﬁﬂu hlpusnlanﬂimddmm mmmmmmbnm hrwﬂwullrli

mxtornal nbeolescanse. roed mainbennnes coatl. Diseuss whalh
incumbbe.
“  Dlzcuma the asset's economic e ard effedive age.
The Cosl App h enay not ba aoplicable te the val af all G5A assels. Hf G54 granks omizslon of e Cesl Approasch,

&l ® minimum, the maricat value of the site (s 1o be estimated, the economic life and effective age af the improvements
are ba be quandifed, and any applicable fooms of sosolescerce andior depreciafion are te ba discussed, The
sliminaflen of the Sost Approach does not refleve the appraizer of the obligation to provide an estimate of the rent
resqpuliradd la justify new constructlen as delineated in Seotion 20 which immediately fallaws,

. VALUE ESTIMATED BY INGOME CAPITALIZATION AFPROALH, This shall include adequate faciual data (a) estimaled
groas economic market sent; () e fowance for vacancy and cradit lo===s; (c) on Hermized oslimate of lal antelpated axpenges
Including resarves for replaceme nl: and {d) et apersting incama, Capiiaizatian of pat Incoma shall ba at the s provaling for
Ve sublec! peopecty's tvpe and lecatien, Tho caplalzatlon technlque, mathed and rato wsed ehall be exp aiced |h rrsthe
form supporiad by an explanation of somcoes of rabes and facions. The ieadar shoild ba able to Tellaw the & pprabsi's logic 1o
hisiher concluskon of value.

Although the Fee Simple inlerest Inlha properly is o bo sppralsed, 8 cemparisen analysis is to bo done regarding the
articipated market dedved neome and sxpenses evahaied against 1ha actual income the property s generating under cursent
Taclarad cmaeship based en OA's Impacting the property. Atsough not legaily bincing. the OA"s ropresond & commmtment by
kedh he Wenart agency and GE5A thad he agenay wil ocoupy the space undar the terms specied in ke OA. This cednimilmment
will ba capsidarnd in the analysis of the property's antlcpated cccupancy.

*  Deseribe the ourmont amd oupeched oooupanty levels, including aspialions of OA' and sullnneas, If sppllcanle, Estimata
future vecancy and credk ko= inrelafon fo te dak reflecied in capilaliealion retes wied and tha condition of the market in
respecl b existing vacancy rles fer slmiar propadiieg,

- Descriks curmmt rents, cusrent ienank{s}, and saivent and macaghd insome and expansas,

*  Estimate the minimum rent required bo just®y rew comsituction. (f preferad, this may ks discussed in the Highost and
Baost Use Sectior.}

*  Dlsouss supply and dernand in the marcet, inchiding Use subjects compntillvn pestion, Explain tha kay furctional and
eooromic Baues, both posilive and negelive, relating to the subjact property.

*  Describe and anobee morket rents incudieg ascalalions, esnsuaalana, langlh ef the Iniillhut and tha number and
langth of ary fenewal opliong, Hase lerma and sonditions, nart mprovemant alk and any
shaps, 4], Fadenal Mazes may mol bo usod a3 lease compambies. Compare ﬂ-mhlmrhbﬂhm!iﬂﬂllﬂ
unidar eusrant fadaral ownarship based an any OA's Impading tho proparty. The use of comparable Bases mew lhan ans
voar old must bo adeguatoly exploined and justified.

" [Dascribe and anaiyze expenses in comparablo propertios, inchuding fied dod wolenem loxes and Ingurance), and varalbio
{mmnagement, adminktrtion, ubites, daaning, rapains and malmeranse). Discuss the projicted ogpanss mitic of the
subjrcd propeny 88 Il ewnoed by & prlvate ewner, a5 compared to 170 sapensos gonenaiec as currenty ovwned by the
fedaral governmant.

*  Eachmontcomparabla shall bo weighed and axplalned in relabien fo the subject, and adiksimarts an o bs mads from the
comparablo to the subject. The mnl comgambles #5auld ke adjusted in miatien to the subjoct for phrysioal attributes: such
ua [pcation, agaicondBon, parking. qualiyaasihetics, accass'visibily, core factors, and effidency mtios. Guantify and
daterina e neesimants appliod.

*  Disguss and quantity any Immediobe capital costs that @ prvate purchaser woald ncur. Analyes any capkal imvastmaonts
that are proposed by G54, to doiermine which, B any, veold olso be incatrod by o privabs sectar gurshasar,

* Develop o stabiieed cpecmling stalemenl, addrksing stabilBed capital reservas, The appralser's conclusion showld ba
based an comparisan with aimik ranlak.

* Esfirmale te vales of he popeity ssling the Dimct Gapltadzatian mathed, Explain and suppert the owall copitallzdion
s uRad, |deally, capitalization rales should be devalopad from the sale of similar properies, prefarably in e marksl of
1he sahjeed proparty, The source data for any morgage and equity mies used should be includoed.

2 Wappfcabie, esfimatba the valve of the propery using the discowsied cash fivw armbyais tochrigeie, Dhicwss anficdpalon al
changa of tha subject proporty and sUppodt astisipatod changes. Explain and supparn the dEscound and axi caahalizaton
mies used
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21.

23,

WALUE EBTIMATE BY SALES COMPARISON APPROASH. Al nalen wed shall ba canfiores by Ui buyer, colier, broker, or
athar persans having knowladpe of the prlos, ierms, and condiors of sale, Each iz shall ba waighed and

in refnfion o e subject from ks appreach. The des of comparabio Saias rone man ong yoar okd must ba adequaiely
oxplained ond jusifiod. Adjusiments should be mads freenhs salo o tha subject, cithes in dalbs amoists of parssnlages far
oll applicable elements of sompaiison. The cemparable sales should be adjusted in ralation Lo the sultjes! propady for markat
ane proparty condiilans, loeabion, cors Tactars, officoney ralkas and sther approprate factors. The reader should be abia o
Tollow Ihe appraisars logie o histhar conclusken of valoo,

RECOHCILIATION AND FINAL EETIMATED WALUE. Tha ag shall i the faregelng satinales and sholl stale
hisdher masan why ane or mare of the conckesiors reached in Here (18), (20%, and [21] are indicathn of the market value of
tha preparty.  Disouss tho approps iteness and raltabiily of ssch appreash and logically axplain the dorlvalion of the final
wstimatad value. Pure “avermming” iz rotde sl

PART |V - EXHIEITE AND ADDENDA
{Itarms 23. = 27. may be locatod within the appraatisle esctions of te body of tha report )

. BLOT PLAN AND TAX MAP

FLOOR PLANS

COMPARATIVE DT MAP(s); The producton 2 ppraker must show the geograpkls lacabiva of e appraised prooarty and e
eornparative data amakyrod.

OTHER PERTINENT EXHISITS. Tha producion q:pﬂlur it st |I1I*.l|‘.|ﬁﬂﬂnl of the Scops of Wark idantified In the pcoepled
enriract of werk, The preduction a peralser must aso complete asd include the GSA — Narmatve Markel Vadue Appralsal Repart
Summary of Slgrificart Conclusions anrd Scope of Woek Repariing Requirsmants Ghackiist with the repart inclcaling that the
appropriabe information requirad in the rspor has bean included, ard idantifying tha pagas whare such |nformakion e e ed,

. CUALIPICATIONS. (Include the cualfcafions of all apamisers and analysts significanlly contributing fo the valunis) repemed.)
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RICHARD B. WATTS, MAI

Principal
Education

Dartmouth College, Hanover, NH
®oe6 |

American University, Washington, D.C.
Successfully completed or challenged the following Appraisal Institute Courses:

Appraisal Principles

Appraisal Procedures

Capitalization Theory and Techniques Parts A and B

Advanced Case Studies

Standards of Professional Practice

Report Writing

Comprehensive Appraisal Review
In addition, Mr. Watts has completed numerous seminars in the areas of subdivision analysis,
environmentally impaired real estate, USPAP and FIRREA, highest and best use analysis, and
market feasibility. The Appraisal Institute conducts a program of continuing education for its
designated members. Mr. Watts has completed the requirements of this program.

Professional Memberships and Licenses

Designated Member of the Appraisal Institute (MAI) #10203
Certified General Appraiser in the following states:
Maryland # 04-1608

Virginia # 4001-001962

District of Columbia # GA-00010189

Delaware # X10000186

Professional Experience

After serving in the U.S. Peace Corps in North Africa, Mr. Watts began his career in real estate
as a Realtor and residential appraiser in 1985. In 1988, he joined a large national firm in
Washington, D.C. where he began to specialize in the appraisal of complex commercial
properties. Prior to forming Metzbower, Watts & Hulting in 1994, Mr. Watts was Vice
President of a regional appraisal and consulting firm in Baltimore, focusing on the appraisal of
properties in the Mid-Atlantic region. Property types appraised by Mr. Watts include retail
centers ranging from neighborhood strip centers to regional malls, mixed use subdivisions,
apartment complexes, CBD and suburban office buildings, industrial parks, hotels/motels, and
residential subdivisions. His geographic experience extends from Los Angeles, California to
Washington, D.C. He has been qualified as an expert witness in the Circuit Courts of
Baltimore City, Baltimore, Prince George’s and Howard Counties in Maryland, Federal
Bankruptcy Court in Greenbelt, MD and Washington, DC, and before Property Tax Appeal
Boards throughout Maryland, Virginia, and in the District of Columbia.
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STEVEN A. METZBOWER, MAI
Principal

Education
St. Mary's College of Maryland, St. Mary's City, Maryland

The Appraisal Institute
Successfully completed the following Courses:

Introduction to Appraising Real Property
Applied Residential Property Valuation
Capitalization Theory and Techniques Parts A and B
Standards of Professional Practice
Case Studies in Real Estate Appraisal
Narrative Report Writing
Comprehensive Appraisal Review

The Appraisal Institute conducts a program of continuing education for its designated
members. Mr. Metzbower has completed the requirements of this program.

Professional Memberships and Licenses
Designated Member of the Appraisal Institute (MAI) #10211
Certified General Appraiser in the following states:
Maryland # 04-636
Virginia # 4001-001924
District of Columbia # GA-10188
Pennsylvania # GA000858L

Professional Experience

Metzbower, Watts & Hulting, LC  Hanover, Maryland
Principal, 1994 to present

Campanella & Company, Inc. Towson, Maryland
Vice President, 1992 to 1994

GA/Partners - Arthur Andersen & Co. Washington, D.C.
Manager, 1988 to 1992
Associate, 1986 to 1988

Montgomery County, Maryland Rockville, Maryland
Assistant Public Advocate, 1984 to 1986

State of Maryland  Rockville and Towson, Maryland
Assessor, 1979 to 1984
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GSA Checklist



GSA - Narrative Market Value Appraisal Report
Summary of Significant Conclusions

Property Name:

Old Post Office

Street Address:

1100 Pennsylvania Ave, NW

City, State, Zip:

Washington, DC 20004

GSA Control Number:

DC002977

Property Type:

Office with Retail and Annex (Closed)

Property Interest(s) Appraised:

Fee Simple

Appraisal Type:

Complete

Report Type:

Self Contained

Production Appraiser:

Richard B. W atts, MAI; Steven A Metzbower, MAI

Contract Appraiser Phone No. & e-mail:

410-992-9631 / rick@mwhappraisal.com

Contract Appraiser Address:

5501 Twin Knolls Rd, Unit 112, Columbia, MD 21045

Highest and Best Use as if vacant:

Office Development with ground level retail

Highest and Best Use as improved:

Renovate for Class A Office/Retail; demolish annex for new office

Review Appraiser:

Date of Review(s):

Building /Site Data

Usable Area (sf):* 234,849 GSA Rentable Area (sf): 375,228
Gross Building Area (sf):* 515,426 Mkt Rentable Area (sf): 292,908
Mkt Bldg. Class (A,B,C,D) B # Stories 9.0

# of Existing Tenants: Multiple Year Built: 1899
Current Occupancy: 95.0% Condition: Fair

Yr. of Recent Renovation/Expansion: N/A Other Features: Clock Tower
Land Area (including excess land): 117,799 sf Excess Land: None

Appraisal Report Findings

Analysis reflects following scenario: "As Is"

Old Post Office Annex
Effective Date of Values 9/2/2011 9/2/2011
Cost Approach
Effective Age (years) 40 30
Total Economic Life (years) 60 20
Cost New
Depreciated Cost
Land Value $115,000,000 $28,000,000
Value Indication N/A N/A
Sales Comparison Approach
Price Per -SF $325.00 $130.00
Income Multiplier (GIM/EGIM/NIM) 7.94 EGIM N/A
Value Indication $60,000,000 $9,600,000
Income Capitalization Approach
Market Rent $41.50 $27.00
Overall Capitalization Rate 6.00% 6.25%
Terminal Overall Rate NA NA
Discount Rate (IRR) NA NA
Annual Revenue Growth Assumptions (%) NA NA
Annual Expense Growth Assumptions (%) NA NA
Expense Ratio (%) 53.9% 55.5%
Analysis Period Years/Months/etc. Direct Cap Only Direct Cap Only
Value Indication $58,000,000 $8,800,000
Final Value -Govt Occuupancy $58,000,000 $9,000,000
$/RSF $264.56 $119.44

Other Value (Specify): (Disposition, Bulk, Going Concern, Excess Land, etc. )

Fee Simple Value at HBU

$60,500,000

$22,400,000

$82,900,000 Total




GSA - Narrative Market Value Appraisal Report
Scope of Work Reporting Requirements Checklist

Property Name: Old Post Office
Street Address: 1100 Pennsylvania Ave, NW
City, State, Zip: Washington, DC 20004
GSA Control Number: DC002977
Production Appraiser: Richard B. Watts, MAI; Steven A Metzbower, MAI
Review Appraiser:
Date Draft Rec'd: [Date(s) of Review:
No. Item YES|| NO (| Page(s)
GENERAL REQUIREMENTS List N/A where appropriate.
a. |Reportis addressed to GSA Central Office (Atin: Mr. John Libeg, MAI) [ x | [ LTR |
b. Federal requirements:
1) The Production Appraiser and any other signatory is appropriately State Certified or
licensed, the license # and its expiration date is included. X LTR
2) The appraisal was performed and documented in accordance with USPAP currently in
force and any applicable state, commonwealth, territory or district regulations. X LTR
3) Appraisal firm engaged is approved as a Federal Contractor. Signatory is authorized to LTR
work under contract.
c. |The Production Appraiser has made a personal interior inspection of the property. 1
d. |The date of the report is clearly stated. 1
€. |The effective date of the valuation is dated. X 1
f. |The appraisal is a complete appraisal that is documented in a self-contained report. X LTR
g- |All three approaches to value (Cost, Income, Sales Comparison) are included. X 1
h. |The report provides acceptable reasons for the unavailability of information material to the
valuation. NA
I. |The report includes all information necessary to enable a reader to reasonably understand 5
the opinions expressed in the analysis. X
J- |The Production Appraiser had prior authorization to eliminate any recognized valuation
technique. NA
k. JAn electronic copy (e-mail or disk) using the PDF format showing the complete appraisal
report including the current DCF (if applicable) was sent to Central Office for review. X
| Partl: INTRODUCTION |
[ Title Page:
a) Name, street address, GSA control number of the property X Title
b) Name of individual(s) signing the report. X LTR
c) Effective date of the appraisal. X LTR
2. |Table of Contents: X
3. |Letter of Transmittal: X LTR
| 4. Summary of Salient Facts and Conclusions:
|a) The important data and conclusions are summarized in a complete but concise manner. | X | 1
(Property Identification, Purpose of the Appraisal, Scope of the Appraisal, Date of Value, Site
Description and Improvement De scriptions, Occupancy, Zoning, Highest and Best Use, Value
Indications, Discount, Capitalization and Growth rates used, Final Estimate of Value.) « 1.4



5. |Property Identification: The report has an adequate identification of the subject (name,
location, address and legal description) or minimally include the assessor's real estate tax
identification number. X 1-2
6. [Scope of the Appraisal: The appraisal's scope is consistent with the instructions. X 5
a) Appraised in its "as is" condition. X 5
b) Treats signed Occupancy Agreements consistent with instructions. X 5
7. |Property Rights Appraised: The property rights appraised are consistent with the 5
instructions. X
8. |Definition of Value: The market value appraised is consistent with the Scope of Work and
the correct definition is the only market value definition in the report. X 5
9. |The purpose is consistent with the Scope of Work and the intended use /users were
identified. X 5
10. |Date of Value: The date of value is the same date as the date of the last comprehensive
interior inspection by the Production Appraiser. X 1
[ Exhibits:
a) Photographs: The photographs of the subject show the front elevation, any unusual X ADD
features, abutting properties, etc., and have captions, dates the pictures were taken and
show the direction of view for the camera.
b) Maps: The location maps legibly depict the locations of the subject and comparables. X MISC
| 12. Statement of Limiting Conditions and Assumptions
a) Extraordinary assumptions, hypothetical conditions, or limiting conditions directly
affecting value are clearly noted including but not limited to: Ownership by a private sector
entity. 5
b) Any encumbrances impacting the subject are clearly explained. 42,134
| 13. Report contains Certification acknowledging:
a) Statements are true and correct. X 10
b) Compliance with USPAP and appropriate state, commonwealth, territory or district
appraisal board. X 10
c) Appraiser has no undisclosed interest, direct or indirect, financial or otherwise, in the
subject. X 10
d) The Appraiser(s) signing the report must personally inspected the subject both internally
and externally on the date of value unless directed otherwise by the contracting officer or
their representatives. X 10
e) The certification is signed by all signatories of the report and includes all hypothetical
conditions required by these Specifications. X 10
f ) The date and value conclusion are included in the certification if required by the state,
commonwealth, territory or district appraisal board. X 10
| PART Il: FACTUAL DATA
| 14. Regional and City Analysis:
a) The pertinent aspects of the region and/or city are adequately discussed in a concise
manner, including descriptions of the economic base/MSA, and land use trends. X 12




b) Supply and Demand Issues:

- Competitive supply factors (including proposed additions) are discussed.

-Sources of demand and most significant competitors are identified and discussed.

12

¢) Includes an adequate but succinct description of the market for the subject's property
type.

12

d) The market trends coincide with the value conclusion.

12

| 15.

Neighborhood Data

Clearly define the neighborhood's boundaries, land use patterns, transportation issues,
vacant land, life cycle, and local market for subject's property type. Market: Vacancy,
absorption rates, rents, efficiency ratios, and R/U factors are to be addressed in the report.

19

The competitive position of the subject property in relation to its market is discussed.

19

| 16.

Property Data:

a) Site:

-Relevant characteristics that impact its use and value are discussed.

42

Location, size, shape, access, ingress/egress, soil, topography, utilities, easements,

off-site improvements, excess land.

-Issues that impact the site's functionality are discussed.

42

Drainage/flood plain, soil, visibility, developability, environmental issues.

-Anticipated public or private improvements (on or off-site) are to be addressed and
considered in terms of impact on value.

-Whether the property has any observed or suspected environmental issues is noted.

42

b) Legal Restrictions:

-The zoning that would regulate the site under private ownership is discussed.

54

Permitted land uses, maximum building height or FAR (Floor Area Ratio), minimum
setbacks, required parking spaces, (Transferable Development Rights) and any
other rights or regulations that could impact value.

-Whether the improvements are legally conforming or non-conforming is identified. If
non-conforming, the potential for re-building in event of a fire and re-zoning is
discussed.

54

¢) Improvements

-The improvements are adequately described.

| x|

45

Dimensions (gross, net rentable, and common areas), square foot measurements,
exteriors, interiors, age, condition, quality (Class A, B, C), functional

utility/obsoles cence, core factors, number of stories, adequacy of parking, deferred
maintenance, etc. The property's rentable area as reported by GSA compared to
the rentable area recognized by the market is discussed and quantified.

d) History

-Property history addressed, and prior sales analyzed as appropriate, including a copy
of the deed.

NA

e) Real Estate Taxes

-The real estate tax assessment under private ownership is estimated for the subject
property and is reasonable.

57,134




PART Ill: ANALYSES AND CONCLUSIONS

| 17. Highest and Best Use (H&BU)
a) Adequately described as if vacant. Discusses size as well as type of optimum use. X 61,134
b) Adequately described as improved. Determines whether the existing improvements are
the H&BU of the site or an interim or special purpose use. X 63,134
¢) Analysis ties H&BU to regional/neighborhood markets, the site, the existing
improvements. X 63,134
[ 18. Land Value
a) Land value has been estimated. 65,196
b) Land value is based on the H&BU. 62
¢) Underlying land is valued using appropriate confirmed sales and methodology is
reasonably applied. X 65
[ 19. Cost Approach:
a) Adequate cost data is used.
b) Effective age and economic life are stated and estimates of depreciation and developer's
profit are reasonable.
¢) The value indicated by the cost approach appears reasonable, given the data and
analysis presented.
d) If GSA has granted permission to omit Cost Approach, the property's economic life and
effective age, as well as any applicable forms of depreciation or obsolescence are X
discussed. Approach not applicable: approved by client
[ 20. Income Capitalization Approach
a) If a cash flow is used, a copy of the analysis is provided electronically in a format that is
compatible with the current version of the software used to create it. NA
b) Current and projected occupancies are adequately discussed. 94
c) Survey of comparable properties includes adequate information. 81
Rental rates or sales information (actual vs. quoted), vacancy, absorption
information, amounts of expenses paid by lessor and lessee, and information
pertaining to concessions and tenant improvements, as applicable.
d) The rental comparables are described showing existing rental rates, current tenants(s)
and other pertinent information. Compare these comparables with the subject's market rate
and market terms. Analyze any differences and discuss the impact on value for the subject.
X 22,80
e) Each rent comparable is explained in relation to the subject. Adjustments are made from
the comparable to the subject. Adjustments are quantified. X 88
f) The minimum rent required to justify new construction is estimated. X 178
g) Revenues projected are consistent with market rents applied to vacant areas, allowances
for absorption, periods of vacancy, credit loss or renewal/turnover considerations, as
appropriate. X 90
h) If property is not stabilized, an appropriate lease-up period is supported by market
information. NA
i) Operating history is reported and considered as background information. 95
i) Expenses are logically explained/supported, including real estate taxes and insurance. 95
k) A supported stabilized operating statement, including reserves for replacement, is
included. Any immediate capital expenditure needs are quantified. X 100
1) Overall rates (cap rates) are adequately analyzed and reconciled. X 101
m) Where discounted cash flow models are used, adequate support is provided for the
discount rate, as well as projected revenues and expenses. NA
n) The value indicated by the Income Approach appears reasonable, given the data and
analysis presented. X 103&109




| 21. Sales Comparison Approach
a) Adequate confirmed sales of comparable properties are used, and techniques are
properly applied. 110
b) Adjustments are quantified, clearly explained and logically supported. 122
c¢) Derivation of value indicators, such as income multipliers and overall rates are
consistently extracted and clearly explained. 110
d) The value indicated by the sales comparison approach appears reasonable, given the
data and analysis presented. 124&129
[ 22. Reconciliation and Final Estimated Value
a) Appraiser's opinions concerning marketability, market trends and highest and best use
are reflected in valuation.
b) The appropriateness and reliability of each approach is discussed and the derivation of
the final estimated value is reasonable. 130&197
| PART IV: EXHIBITS AND ADDENDA
| 23 [a) Exhibits are complete and adequate:
b) Plot Plan and Tax Map 42,Add
c¢) Floor Plans are included unless the report explains that the information was not provided
to them by GSA. Adden
65,81,
d) Comparative Data Map(s) showing the subject and the comparables. 110,189
24 Other Exhibits:
a) Specifications for the Scope of Work for the GSA Narrative Market Value Appraisal
Report. Adden
b) Completed Reporting Requirements Checklist. Adden
25 Appraiser Qualifications
a) Qualifications of all appraisers and analysts significantly contributing to this report are
described. Adden

Comments and Clarifications from the Reviewer






